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CHAPTER I 

Intboductory — ^ELlnd-labor Conditions— 
Introduction of Steam 

INTRODUCTORY 

COMMERCE has always held for me the inter- 
est which attaches to a great primary force, 
an interest which is amplified and increased 
by the numerous manifestations with which experi- 
ence brings us in contact. It is the greatest, the 
most exciting melodrama and romance, the con- 
tinuous performance of which has supplied material 
for the development of race after race, the tendency 
of modem civilization, and in these latter days has 
developed marvels so astonishing as to stagger the 
imagination. Even the figures are romantic — to* 
mantic with the size and ferocity of the giants of our 
childhood beliefs. Figures that pile millions upon 
millions until the mind has no conception of the 
meaning of the words it uses and the imagination is 
obliged to reduce the measurements of a universe to 
comparison with a yardstick. 

More particularly does the amazing character of 
this romance unfold itself in the progress of the last 
one hundred years which commerce has marked by its 

8 
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discoveries with so many social, political, and business 
revolutions as would previously have required many 
centuries to accumulate. Overnight the discoveries in 
conunerce have completely overturned the social struc- 
ture of centuries and left nothing but the shell of it. 

Before any measure can be made of the extent of 
the damage new habits have been stamped upon the 
world and old habits removed, while government, 
philosophy, and law, hampered by precedent, bounded 
by tradition, and limited by sentiment, struggle with 
feverish activity over what really requires the calm 
adjustment of time. 

All this has changed not only the surface but the 
underlying requirements, or at least it has forced 
upon us as requirements those things which appeared 
to be elective heretofore. We are obliged by means 
of these new conditions to analyse where such analysis 
was uimecessary as well as tedious, and consequently 
learn anew of the demands of business in the light of 
this analysis if the material progress is to be main- 
tained and deepened. 

HAND-IiABOR CONDITIONS 

In the early days of commerce when the skilled 
artisan produced the entire product from raw mate- 
rial some individual worker or master workman, 

^ . ,^ possessed of more skill or executive capac- 
of ity than the majority of his fellows, became 

^ ^ known for the quality and excellence of 
his wares. In order that the place of his business 
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might be known to those who wished to secure his 
products and that some identifying mark could be 
found upon the goods themselves, he adopted a 
symbol foimded frequently upon his name or upon 
some peculiarity in the goods, and this symbol be- 
came his mark. 

Neither the man who by his skill produced the 
desired wares nor the people who secured them, with 
very few exceptions, could read or write. Their 
reading and writing were accomplished by the under- 
standing of symbols and signs, and they were thor- 
oughly versed in the application of all pictorial 
representations. The artisan chose, therefore, some 
pictorial representation which would identify the goods 
easily as his, which would offer something definite 
for the purchaser to go by, and which would be com- 
paratively simple. 

In the course of time practically every master 
workman or guild artisan had adopted some mark 
which would distinguish his goods, so that laws 
began to be made to control the conditions. 

The artisans or producers of articles wrought in 
all kinds of materials formed themselves into guilds 
or companies for defensive purpose against the 

Q^^Q^ competition of other producers from other 
qf quarters, against competition among them- 

rafumm ^y^ ^ jj^^ matter of price and quantity, 

and as an offensive proposition in order to secure 
further rights from the government. 
The manufacturer of to-day is apt to bewail the 
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tendency toward government regulation of business 

as a brand-new thing just discovered in this day 

and generation. If he would but read of 

0^^ the methods adopted by the earUer kings 

Regvlatum of England in the control of commerce, 

^i^iuome ^^ ^"^ ^ thankful that he operates in a 

day where regulation is less conspicuous. 

Practically everything in the way of commerce 
was controlled by royal charter, the issuance of 
such charter depending almost entirely upon political 
advantage. 

Thus the different guilds or companies of artisans 
in the different towns were allowed varying degrees 
of freedom in the pursuit of business and in their 
offensive and defensive measures. In many cases 
these guilds or companies developed into the fore- 
runners of chartered corporations, pooling all the 
interests, and devising ways and means of securing 
control of some of the other factors in distribu- 
tion. 

Hallam's '* History of the Middle Ages'' refers to 
the Flemish colonies in Great Britain thus: 

''The discontent alluded to resulted from the 
monopolizing spirit of their corporations, who op- 
pressed all artisans without the pale of their com- 
mimity/* 

One of the best examples of the character and con- 
ditions governing the guilds or companies of artisans 
is furnished by the excellent records of the Preston 
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Guild in England which was originated about the 

middle of the twelfth century, and in respect of 

which the following particulars are given: 

^Jf*^ Chabters. These covered the privil^es 

Presum of the guilds formed in the Guild Merchant, 

lf«rd(afrf *^ ^*' ^^ termed, of the town, and the 
necessity for the renewal of privileges or 
extending the freedom allowed by the earlier charters 
is eidiibited by the continual renewal of the old 
privileges in the new charters, and the addition of 
new ones from time to time. 

The original charter was given by Henry U in 
1179; following that charters were given by John in 
1199; by Henry HI in 1227 and in 1252; by Edward 
m in 1828; by Richard H in 1879; Henry IV in 
1401; Henry V in 1414; Henry VI in 1425; Plulip 
and Mary in 1557; Elizabeth in 1566; Charles U in 
1678 and 1684, and George IV in 1828. 

Privileges. The following extract from the stat* 
ute of Philip and Mary recording the rights and privi- 
leges of the Guild Merchant is indicative of the 
restrictions placed upon those who were not mem- 
bers of guilds or companies concerned. This statute 
says: 

'^Persons dwelling in the country shall not sell 
by retail within the cities, boroughs, or market towns 
any cloth, haberdashery wares, grocery wares, or 
mercery wares, except in fairs, imless they are or 
any of them shall be free of any of the guilds in any 
gf the said Qitie9» etCt" 
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Tbade Divisions. An interesting indication is 
given of the adoption of different special industries 
and the time when they became of importance by 
the dates of admission into the guild given in the 
records of the Preston Guild Merchant. 

Woolen weavers were admitted in 11S5, and after 

that saddlers, skinners, blacksmiths, and grocers 

came within two centuries. The mer- 

a!^f^ cers, milliners, drapers, hosiers, hatters, and 

Hon qf tailors being admitted within the next two 
Sh^n centuries; the trades of dockmakers, glaz- 

iw^ iers, and painters not being admitted until 

ment the latter half of the seventeenth century. 
Ordinarily the products of any commu- 
nity were absorbed within a comparatively small 
radius, although many notable instances show the 
way in which wares from certain sections, by their 
tmusual excellence, made their way over the whole 
civilized world. The Damascus blade, the Milan 
armor, the Flemish doth, etc., are community 
names which have attached themselves to certain 
products for so many centuries that the virtue of 
the name lives long after the product has been f or^ 
gotten. 

The most important figure in the commerce of 
those days was the merchant who distributed the 

Importance S<^^ tvom producer to consumer or re- 
qf tailer — ^he who gathered from the guild 
of producers or the individual master work- 
men the products which they had to offer and car- 
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lied them to the centres of commerce where they 
could be readily disposed of. 

This merchant was essentially a trader, bartering 
with the producer by every artifice of which he was 
capable so as to keep the cost of articles down to the 
very lowest possible sum and selling them under the 
same conditions, with as much ingenuity, in the en- 
deavor to secure the highest possible price in selling. 
Inasmuch as everything was produced by hand, 
the machinery and equipment being dumsy, slow, 
and inaccurate, the production of all kinds 
^'^^tS^ of goods wa3 necessarily very small and the 
?«««wjv^ number of the people who bought (instead 
of making) products for their own use, was a 



comparatively small portion of the population. 

These same conditions practically prevailed in 

regard to the methods of commerce up to the time 

of the introduction of steam power. It is 

Bxtennon true that the opening up of the Far East, 

Amoimi the growth of Indian trade, the settlement 

JuHB4ore ^' South Africa, and the increasing impor- 

ifiifodtidiofi tance of the countries in America in the 

Suam world's Commerce had stimulated an in- 
terchange of goods to such an extent 
that money flowed freely into the — then — ^principal 
trading countries — Great Britain, Holland, and 
France. 

Nevertheless this was an extension in amount and 
not a change in method. The goods were carried 
over a wide area but they were still produced by 
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hand, generally by individual workers or small 
groups of artisans; bought by the merchant at the 
producer's door and by him carried to centres of 
commerce to be sold to other merchants or shop- 
keepers. The number of people who acquired some 
money and consequently leisure was greater, but it 
was still true that the merchants' and shopkeepers' 
customers were principally in the middle and wealthy 
classes, the poorer and farmer classes making almost 
all they needed at home* 

John B. McMasters says, in his ** History of the 
People of the United States," regarding the condi- 
tions at the beginning of the nineteenth century: 

^'That gigantic system of manufacture which has 
since made every stream and every river in Massa- 
chusetts and Connecticut an endless succession of 
mills, and covered the land with factory towns, did 
not exist. Boston and New York were indeed great 
centres of commerce, but the packets, that entered 
the Narrows or drew up at the long dock heavily laden, 
went back to Liverpool freighted with skins which 
the traders of the New World had purchased from the 
Indians for bushels of periwinkle shells and strings 
of wampum." 

Trade had become of vastly greater importance 

in the world, but it was still regarded as a 

Looked parasitic calling not suitable for the exercise 

^P*^*" of finer intellects or temperaments, and was 

speedily discarded by all who acquired 

enough money to get away from it. 
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The attitude of the world to its commerce and the 
methods of production and distribution remained 
the same. 

INTRODUCnON OF STEAM 

The introduction of steam as a prime mover, and 

the consequent improvements made upon and dis- 
coveries in machinery, introduced the man- 
frSo^ uf actiu-er to a new situation dealing with the 
duced a possibility of manufacturing hundreds, and 
^^**^ in some cases thousands, of articles in the 
same time formerly required to make one, 

consequently with a cost factor representing a very 

small fraction of the former. 

Ellison's "History of the Cotton Trade" gives 

the following interesting tables: 



Yam — lbt. 

1779 1880 1862 

s.d. s.d. 8.d. 

Selling price 16K) 1:2) 

Cost of cotton (18 oe.) .... 2.-0 :7} 



:10i 
:7| 



Labor and capital 14.-0 :4f :8| 

However, it will be readily seen that this sudden 
and enormous increase in possible production did not 
mean that there was a sudden and enormous increase 
in the immediate consumption. 

As a matter of fact, the consumption of all classes 
of manufactured products was practically confined 
to the middle classes and the wealthy. Most of 
the products in general used by the poorer classes 
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REDUCTION IN PRICE. OF COTTON YARli 
DUE TO MACHINE" PRODUCTION 
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and farmers were of their own manufacture. As 

soon, therefore, as the manufacturer found himself 

. p^^^ in the position to supply a thousand articles 

qf Securing in the same space and time as formerly re- 

¥^j^ quired for one, he immediately was con- 

ereaaed fronted with a new problem — ^the marketing 

of such goods. 
People had to be taught to buy those things they 
had formerly made. They had to be taught to use 
more than they had formerly used, and to discriminate 
between different sellers or sections in order to aid 
in the control of the market. 
The developments which took place before and 
after the introduction of steam are very 
SMcmi- thoroughly exemplified by comparing the 
fadtire growth of imports of raw cotton into Great 
Qoodi Britain during the eighteenth and nine- 
teenth centuries. 
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cotton mills used at 
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This clearly shows the possibilities of the manu- 
facturer opened up by the introduction of steam 
power with its effect upon production and distri- 
bution; and as a consequence the necessity which 
confronted the manufacturer of getting rid of the 
enormously increased product for which the market 
had to be created. 

A further indication is shown from the growth 
of power looms in the cotton industries in Great 
Britain. 

This will be better understood when it is remem- 
bered that steam engines were first used about 1785 

Q^^^^^ for mill purposes. In 1813 there were 2,400 
cf Power power looms in Great Britain, which had 

^^"^ mcreased by 1820 to 14,000, to 55,000 in 
1829, to 100,000 in 1888, and 440,000 in 1870, and 
which at the present time number about 684,000. 

In other words, the power looms in Great Britain 
have increased from 2,400 to 684,000 in approxi- 
mately one hundred years. 

The cotton crop in the United States in 1790 
(according to Horace Greeley) was only a few hun- 
dred bags or bales. In 1913 the crop in the 
qf Cotton United States was approximately 14,800,000 
U^, 5 ^^- All this rapid growth in possibilities 
brought the manufacturer face to face with 
the acute marketing problems already described and 
in volume never before considered. 

The manufacturer confronted with this question 
knew nothing about its possibilities. Whether he 
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had reached the manufacture from the master work- 
man stage or from bemg the contracting 
- 9^, merchant, he knew of no way except to sell 
Distribw to the wnolesaler and let him do the mar- 
Co^ued keting, and so the old lines of distribution 
were continued. 
The merchants, who had been accustomed to 
taking the production of many producers and dis- 
tributing it over various countries, found themselves 
in a position to handle thousands of times as much« 
The sudden and enormous expansion which resulted 
from this problem brought an era of prosperity for 
the merchant which landed him in a commanding 
position in the world of commerce. 

This first period in the growth of production facili- 
ties necessitated the rapid extension of markets — 
and the continued enormous increase of such pro- 
duction possibilities (from that time to the present 
day) made it necessary for the manufacturers to 
push out always for wider markets so as to dispose 
of the continually increasing number of commodi- 
ties manufactured. 
It was not long before the effect of the increased 
Chan^ production was to greatly enlarge the com- 
in Com- merce between different nations, and con- 
CondUiom sequently tax the transportation facilities 
^Aaw» P'^^^^- T^® possibihties in transporta- 
tft Trans- tion iuvolvcd in the carrying of this produc- 
^'*^'^^ tion to the various markets resulted in the 
continual improvement of the transportation facilities 
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provided, until at the present day they rival the 
manufacturing in size and capacity in the individual 
units. 

ADVERTISINQ 

A further contributing cause to the change in 
marketing methods, obviously required to meet the 

jj^ . new conditions, was the use of advertising 

Adpor- which had already begun during the period 

^*^ of hand labor and which was now to gain 
a tremendous impetus from the same circumstances 
as those which affected the production. 

The discovery of printing had stimulated the 

spread of education and the knowledge of reading 

^^ and writing, so that the proportion of the 

and /te population who were entirely illiterate was 

^^'^mH^ constantly decreasing. Furthermore, the 

growth of this art gave a stimulus to the 

writings of news and the general dissemination of 

happenings to all parts of the countries involved. 

This practice had already grown so much before 
the introduction of steam that it drew the attention 
of that conservative body of human beings who 
did not believe in educating the masses. With 
it had grown the practice of making announce- 
ments of receipt of foreign goods by merchants, 
of articles for special sale, etc., etc., so that it 
was already customary for the merchant to take 
advantage of the printed publications to further 
his business. 



NEW BUSINESS 



III 



".IB" 

6l!! 



i 



INTBODUCTOBY 



Sl'rt^^aiw 



M NEW BUSINESS 

yO COURIER Aa 



^-^g=j^^S=3|S^M|a'S 



DJTEODCCTOEY 181 

B NEW YORK HERALD. 



-Jriggrrfi'g!ga'wges; e'Jiga 



However, when the introduction of steam in- 
creased his horizon to such an unheard-of exteot. the 
manufacturer (absorbed in getting markets 
af^^r- ^*" ^* increased production) did not foUow 
fui'nf this matter as it deserved. He continued to 
jati^tf announce in his time-honored way through 
the favorite media, etc., but without a con- 
stant study of the changing conditions. 

Education was increasing among the masses, just as 
the market for mauufactitred goods was increasing. 
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The reading public was widening and widening till 
it embraced a large majority of the population. 
All this time few of the manufacturers had studied 
this new force, although the merchants, alive to sell- 
ing requirements, had studied, in many cases, the 
value of this means of announcing their goods. 

When the power of this force of publicity (in its 

new importance as touching the masses) did hit the 

manufacturer, he found it a force requiring 

J^^ an entire readjustment of his whole idea of 

Develop- 



ment of marketing (if he were to take full advantage 
^^^ of it), and for many years such reconcilia- 
tion could not be made. Such a force, 
however, could not be overlooked, and it was inevi- 
table that it would attract more and more the atten- 
tion of the man who had to consider marketing as 
against trading; to whom permanency and good- will 
meant real money, and to whom stability coxmted for 
more than temporary profit. 

An examination of the advertisements illustrated 

herewith will thoroughly point the statement made 

that the realization of the power of this 

Using an marketing or selling force was only under- 

^S^^ stood very recently. It will indicate, how- 

Adverue- ever (what is not commonly understood 

Ctniwiee ^^ ^^ manufactxurer), the length of time 

during which this force has been regularly 

used and the way in which it is indissolubly bound up 

with the commercial progress of the last two cen- 

turied. 
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If cheap paper has had the greatest effect upon 
progress — due to the knowledge disseminated and 
used through this medium — ^advertising has, in its 
turn, had the greatest effect upon the industrial 
progress of the past fifty years because of its dis- 
semination of the knowledge of the conunodities 
and products of industry. The extent to which it is 
bound up in the progress of marketing of the last 
half or three quarters of a century cannot be fully 
appreciated, unless its history is studied in connection 
with the developments of the various centres of 
industry, their habits, customs, and methods of doing 
business. It is sufficient at this point to say that far 
from being a new and untried method of marketing 
of recent and uneconomical origin, it is an old and 
thoroughly established force, indubitably connected 
with the growth of merchandizing in all countries, 
and contributing in no small degree to the progress 
made in the later years of industrial development. 

Collateral Texts: *' Principles of Economics,'' 
Taussig; *^ Wealth of Nations," Adam Smith; 
'"Evolution of Modem Capitalism," J. A. Hobson, 
M. A. 



CHAPTER II 

Modern Conditions 

Lack of analysis in marketing — ^Miurketing conditions 
uncertain — ^Production and marketing costs — ^Produc- 
tion cost decreasing — ^Marketing cost increasing — ^In- 
creased special service — Manufacturer pays too much 
for his market — ^Market not studied from efficiency 
standpoint. 

PRODUCTION, being a tangible proposition, 
has rapidly become standardized, has been 
analyzed so that its various processes have 
been determined in order of their importance and 
cost, and has been the subject of such concentrated 
effort on the part of the hundreds of thou- 
h^n^T sands of trained workers that its efficiency 
^bSmL ^** ^^^ continually increased. Trans- 
tMedProjh portation has been, similarly, subject to a 
^^'^^^^ continual improvement in service with a 
lessening of cost. 

The methods, however, of marketing and distrib- 
uting goods have not undergone the same improve- 
ment. It is true that the problems in this case are 
somewhat less tangible, there are so many human- 
nature or psychological features which enter into 
the proposition. So much depends upon competi- 
tion, so much upon other economic conditions. 

9« 
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The cost of changing the buying habit of a people, 
a community, or race is problematical, and is not 
susceptible to the same accurate estimation as is 
possible with manufacturing. The cost of increasing 
the consumption by increasing the amount of mate- 
rial bought is equally uncertain, and the cost of edu- 
cating the buyer to discriminate between the different 
manufacturing units is still less tangible. 

Furthermore, these costs are subjected to a number 

of psychological conditions which may in themselves 

^ j^^ materially alter the result. Charters and 

CondUiona franchises may be forfeited, laws and or- 

"^'*'^^'* dinances changed, and conditions of doing 
Y^usiness entirely altered. 

There is an inertia to be overcome n every new 
change in the habits of a buying public. The ele- 
ments of service, appearance, quality, and uniform- 
ity, etc., of goods, the element of personnel in the 
organization, organization policies, etc., are affected 
detrimentally by such apparent trifles that the proc- 
ess of acquiring and maintaining a market is one 
involving a good many unknown factors, in respect 
of which the final cost cannot be properly determined. 

That there is waste in this respect, and that a 
considerable portion of this waste is unnecessary, is 

ij^ to be expected where so many of the factors 
»r are unknown or scarcely understood. That 

arkeung th^Qi j^j methods of marketing and the older 

methods of doing business are inadequate to the 
present-day situation is obvious* both from the 
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history of commerce and a study of present fric- 
tion and unrest. 

What changes will be effected it is difficult to say, 
and much investigation and analysis are necessary 

Older ^^^^^^ *^^y direct statement as to changes 

Methods would be of value. Certainly not until 

'*^*^^*'^ analysis has determined a good deal more 

effectually the unknown factors, which enter into 

marketing, would it be other than absurd to talk 

of much change. 

As the analysis, however, develops some of these 
factors, it is probable that the new spirit of marketing 
will become a factor in business in the same way that 
the new methods of production have dominated the 
manufacturing. 

PRODUCTION AND MARKETING COSTS 

The manufacturer of to-day is disturbed by the 
fact that even although his production costs per 

ProdueUon ^™* "® being kept down (in some cases 
Coei De- decreasing), his selling costs are increasing, 
crwutng py^ggyp^ being put upon the manufacturing 
end to further reduce its costs, because of the fact 
that these are more tangible and can be analyzed 
in a way which has been impossible up to the 
present with marketing costs, or which has not been 
done. 

Census reports show that the number of people 
engaged in all lines of industries which simply handle 
the products are increasing out of all proportion 
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to the number of people engaged in manufacturing 

or production — ^ihat the efficiency of the individual 

Number ^^^^ ^ distribution is decreasing very 

oTP^pk rapidly, and has decreased consistently for 

tnlSufri- A number of years; that the number of 

ine^aH P^^^^^^ ^ ^^^ ^^^ value of product 
too is decreasing, and the number of distrib- 
^^^ utors is increasing. 

All these factors of coiurse make a decreasing labor 
cost per $1,000 of producticm and manufacturing 
which is probably accompanied by increased effi- 
ciencies in other directions. While at the same time 
in the distributing ends of business the labor cost 
per $1,000 of distribution has increased materially 
and efficiency correspondingly decreased. 

These elements of business (indicating a continual, 

very definite and very material increase in the cost 

of distributing products, and a continual, 

Neee£my ^^^ definite, and very material decrease in 

some of the costs of production) illustrate 

the importance which must now be attached to the 

investigation and analysis of marketing costs, to the 

end that the same improvements may be made 

therein as have been produced in the last twenty or 

thirty years in production and manufacturing. 

Further items of interest, which show some of the 
factors which have entered into the increasing cost 
of distributing goods from the manufacturer to the 
consumer, are indicated by the general increase 
in labor costs, in transportation industries, which 
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(from 1902 to 1912) have increafled almost 80 per 
cent. 

In the last twenty years special service has in- 
creased so that the cost of merely getting the man- 
, , ufactured articles from the retailer to the 

Special consumer's door has arisen from a little 

^^'^^ over 4 cents to almost 11 cents per package. 

At least one third of the grocery retailers, more 

than one third of the drygoods stores, and almost the 

Number cf ^amc number in proportion in other lines 

Mereharoe of retailing, are operating on a basis of in- 

Unnecee- suflSdent Capital, to the e3ctent that their 

**^y position is one of continual struggle against 
bankruptcy. 

These additions to the cost of the manufactured 
articles by the conditions obtaining in the market- 
ing ends of business become serious indeed, and it is 
evident that if the present tendency be continued, 
the constantly increasing cost of distribution will 
further accentuate the already serious problem "" Cost 
to live.'' 

Furthermore, a close examination of the question 
reveals a number of other factors entering into mar- 
keting cost and distributing expense, which, while 
trifling in themselves, accumulate in enormous totals 
in their effect upon the expense involved in getting 
the goods from the manufacturer's hands to the con- 
sumers who use them. 

The manufacturer has commonly paid too much 
to secure his market. He has not infrequently 
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spread his sales force over whatever territory ap- 
peared from casual observation or experience to 
be valuable, without proper consideration of the 
question of how far transportation facilities, unit 
area consumption, population, territorial extent, and 
other items, would affect his selling expense and his 
cost of maintaining a market after he had secured 
it. 

It is quite natural that this should be so. In the 
attempt to secure a market, for the production possi- 
bilities involved, the cost of getting such a market 
was merely considered in its relation to what was 
necessary to charge to cover the selling cost and 
profit. 

It is true that the cost of securing the market can- 
not be controlled in the same way as the cost of 
maintaining it when once secured. Nevertheless, 
it is also evident that if the various factors which 
enter into the cost of securing the market are 
understood, such understanding will develop a con- 
trol otherwise impossible, result in an increased 
efficiency, and a consequently decreased cost of 
sale. 

The cost of securing the market is influenced so 
evidently by the ramifications and the extent of 
consumption that some of these factors are necessary 
in determining the possibility of securing a market 
along certain lines. Clarkson A. Collins, vice- 
president of Collin Armstrong, Inc., in an article 
in Prirder^s Inky states that it is necessary to know 
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the market, the competitors, etc., ^n detail approx- 
imately as follows: 

THE MARKET 

Number of actual consumers. 

Number of possible consumers. 

Actual consumption per capita or per family. 

Possible consumption " " " " 

Number of actual dealers. 

possible 

actual jobbers. 

possible 
Territorial distribution of the above. 

COMPETITOBS 

Their number and location. 

total combined output. 

individual outputs. 
The distribution of their outputs. 
Their best markets territorially. 

" weakest 
The trade channels used by them. 
Their manufacturing methods. 

" sales 
The prices of their goods. 
The merits and demerits of their goods. 

HIS OWN PLANT 

Cost of raw materials (Compare with competi- 
tors). 

Cost of manufacturing (Compare with competi- 
tors). 

Cost of selling (Compare with competitors). 

Overhead charges. 



tt 
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Possible output during first, second, and third 
years. 
Probable sale during first, second, and third years. 

(Based on what competitors have done, market 
conditions, present facilities, points of superiority 
in goods, and taking into consideration lack of good- 
will with resultant high cost of initial sales.) 

There can be no doubt that all these items influ- 
ence the factor of selling cost, and this may be read- 
ily understood when it is appreciated that under the 
rule of thumb marketing, which has previously been 
the general method, the usual manner of extending 
the business is to extend the territory, but extending 
the territory increases the sales cost in equal propor- 
tion, inasmuch as the sales cost is based almost en- 
tirely upon square-mile output or square-mile sale. 

It is obvious that under given conditions of trans- 
portation the square-mile cost of getting about from 
a sale standpoint will be pretty much the same, 
whether the consumption is one or ten units per 
square mile. 

It is obvious that in extending the territory the 
square-mile basis of selling expense will influence 
the proflt so much that unless the proportion of total 
consumption secured is equal to that secured in the 
original territory, the general selling cost will have 
to support an additional burden. 

For example: Suppose that in the New England 
territory we are selling a product of which the con- 
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sumption represents one hundred units per square 
mile. Our own output represents ten units per 
square mile, and it costs us for the square-mile selling 
expense the equivalent of one unit per square mile, 
with an additional overhead burden of .15. We pro- 
pose to extend our business into the Middle Atlantic 
States, in which states the consumption per square 
mile is only ninety units, and on account of differ- 
ence in competition we find it possible to secure only 
seven units per square mile as our share. 

The square-mile selling expense will be practically 
the same, so that instead of our figures reading: 

Grofls bunncBs 10. 

Expense overhead, etc 1.15 

our figures will read: 

Gross business 7. 

overhead, etc 1. 



Combining these figures together, we get: 

Total of sq. m. of gross business 17. 

overhead, etc 2.15 



for two square miles, or: 

Gross business 8.5 

Expense, etc 1.075 

Yet this question of influence of consumption, com- 
petition, and square-mile output upon selling expense 
is almost entirely neglected in the ordinary consid- 
eration of a sales organization. 
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MARKETING EFFICIENCY 



Furthermore, where the cost of marketing has 

been studied with any degree of care, its study has 

Marka not ^^^^ based upon an entirely different point 

Studied of vicw from that which governs the man- 

Efficiency ufactuiiiig man in his consideration. 

Siandpoitu rjty^^ engineer and manufacturing expert 

considers the efficiency of his plant in terms of the 
theoretical capacity so that he is constantly measur- 
ing against an ideal. 

It has been customary for the heads of the mar- 
keting ends of business to base their considerations 
of efficiency upon the improvement over past per- 
formance, and not upon the degree of loss as against 
an ideal standard. This may seem to be a trifle 
in regard to the general question of analysis, but a 
little thought will develop the fact that it is of the 
utmost importance. 

Suppose that we are securing a $1,000,000 gross 

revenue with an operating expense of 75 per cent., 

vm^^j^ and that figuring the ideal possible this repre- 

ConMera- sents an efficiency of 25 per cent., an in- 

**^^ crease of gross revenue to $2,000,000 and a 
decrease of operating expense to 60 per cent, would be 
almost sufficient, in the eyes of the stockholders, to 
warrant an extra dividend. However, we would be 
doing business on the poor efficiency of 31 per cent. 

In other words, it ought to be within the bounds 
of possibility for us to do $6,000,000,000 worth of 
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business for the same operating expense. Viewed 
in this way, our performance would still be a very 
doubtful success, and would need further careful 
analysis, investigation, and improvement before we 
could refer to it with any sort of pride. 

A further diflference between the analysis of the 
engineering and manufacturing expert and the mar- 
keting lies in the fact that the manuf ac- 
</*** turing expert measures the efficiency of each 
Eni^n^ng particular part of the manufacturing process. 

He determines, for instance, the efficiency 
of his fuel, the efficiency he secures out of his 
boiler, the efficiency of his steam unit, of his gene- 
rators, and finally the general power plant efficiency. 
He determines the efficiency being secured out of 
the machinery devoted to each particular part of the 
work so that at any moment the relation between 
these factors can be determined. Any unusual ex- 
pense can be easily seen, so that efforts toward im- 
provement can be concentrated at this point. 

Little has been done along these lines in the mar- 
keting end of business, so little that it is customary 
to find very few of the factors (which enter into the 
final cost of the commodities to the consumer) have 
been segregated sufficiently to illustrate their relation 
to the entire expense. 

As a matter of fact, the slogan of the commercial 
end of business has been "results count," and very 
little attention has been paid to the factors which 
entered into the result. The same men who have 
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been ready to spend enormous sums of money in the 
research laboratories for manufacturing purposes 
cannot see the value of mathematical and human- 
nature research into sale factors. The truth is, 
results do not count; it is the repetition of results 
only which makes them worth while. The profit in 
business to-day is built upon the possibility of re- 
peating a result, and repetition is based upon an 
understanding of the factors entering into a result. 

It is not possible to solve any equation of a-hb+ 
c-|-d=e when only "e" is known,' or when only "a" 
and "e** are known. Nevertheless, "a** may be the 
original factor and ''e'' the result, and under the 
slogan '"results count" no attempt would be made 
to find out the values of b, c, and d. 

The astonishing thing is not that the expense of 
selling increases and the efficiency decreases, but 
that it is possible to sell goods, imless they are abso- 
lute necessities, with the amount of lost motion de- 
veloped at present. 

Some years ago the writer was selling for a firm, 
one of the rules being that a certain form should be 
filled out for each call. This form indicated the 
name of the company called on, the character of the 
business, the particular product of the concern's 
manufacture which they used, the amount used, the 
competition, products they are using, and the prices 
they were paying. 

As these records came in they were filed, imtil 
there were in the offices of that corporation thou- 
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sands upon thousands of records thoroughly filled 
out, which contained material of the most complete 
character regarding the consumption of the products 
manufactured by that company and the conditions 
under which they were used. 

A few minutes of time of one good statistician a 
day would have made these records available in 
such shape as to be of the utmost value in formulat- 
ing policies. They were simply recorded piecemeal, 
treated as individual units, and dismissed without 
any attempt to combine. 

They had» for instance, several men working upon 
the iron and steel trade for a number of years whose 
reports were unusually complete, so that the files 
represented in combination practically a complete 
resume of that business and the uses to which the 
products of the manufacturer in question were put 
in that business. No tabulations had ever been 
made and no continuous records kept based upon 
such reports, so that at the end of twenty-five years 
in business the manufacturer, his sales manager, and 
his salesmen, were still guessing from their own 
individual experiences as to how a plan should 
be worked out. Out of several hundred thousand 
records each had been able to remember some,. and 
the plans were always based upon the few which had 
impressed themselves upon the memory instead of 
upon the analysis of the total. 

It is interesting to note from an investigation 
covering the last few years that a number of the more 
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studious business men engaged in marketing pur- 
suits are working upon this question of marketing 
costs and efficiencies. 

The work accomplished in this direction in vari- 
ous lines of industry in the past four or five years 
shows the general tendency toward a more seri- 
ous analysis of such costs and the possibilities of 
their reduction. It is certain that the most im- 
portant study of men engaged in marketing in the 
next ten or twenty years will be the study of market- 
ing costs, the segregating of the various factors which 
enter into such costs, the determination of the effi- 
ciency of such factors, and the possibilities of im- 
provement contained therein. 

Collateral Texts: "Science of Advertising, 
Edwin Balmer; "Advertising as a Business Force, 
Paul T. Cherington; "Wealth of Nations/* Adam 
Smith; "Principles of Economics/' Taussig. 
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DIVISION II 
FINANCE AND MARKETING COSTS 



CHAPTER in 

Financial Control of Mabketinq 

Absence of training for marketing— i-Importanoe of mar- 
keting — ^Marketing questions decided by any depart- 
ment — ^Historical devel^ments — ^Merchant controls 
purchaser and retailer — ^Position of the banker — ^New 
conditions introduced by steam — Growth of invest- 
ment money as shown by bank clearings — Attitude of 
finance to business. 

ABSENCE OF TRAININQ FOR MARKETING 

ONE of the interesting and curious features 
about marketing in its present state is the 
fact that the marketing end of the business 
is the only one for which it is considered unnecessary 
to have any special training, and upon which it is 
usually expected that any successful man's decision 
will be good. A further indication of the status 
which marketing holds in the world of commerce is 
shown by the absence of any professional or class 
opinion as to the advisability or otherwise of meth- 
odsy fundamental principles or policies in respect of 
its operations. 

An interesting indication of the status of business 
education in some of the more important universi- 
ties in the United States is to be found in the charted 
results which were obtained by the Sub-committee 

41 
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appointed by the Associated Advertising Clubs of 
America to investigate this question. 

Correspondence which developed in this regard 
also showed that there was little or no understanding 
in the minds of educators as to the fundamental 
change in marketing from the old transactions of 
barter. In the minds of many of the educators, and 
most of the professional men, marketing is simply 
the exchange of one article for money or another 
article, and little or no attention has been paid to 
the f imdamental laws governing the matter, so that 
there has been no consideration given to the pre- 
paratory education along these lines — ^inasmuch as 
preparatory education depends upon the develop- 
ment of fundamental governing principles and fac- 
tors which can be segregated and determined. 

The National Association of Corporation Schools 
has gone into the training of employees a good deal 
more closely than the regular educational institu- 
tions, but its work so far has been intended to in- 
crease the proficiency of the employees in matters of 
operation rather than developing the intellect from 
a consideration of fundamentals. 

The engineer, the doctor, the lawyer, have de- 
veloped strongly what may be defined ^^ class mind" 

Profeinonal ^' * *yP^ ^' mind which affects the methods 

arCloM and actions, and, more important still, 

affects the viewpoint. Even the banker 

(although in his case to a much less definite degree, 

inasmuch as banking is only beginning to be a 
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profession) is acquiring something of the same 



The engineer who is planning and executing con- 
struction, working out operation, improving, chang- 
ing, and considering the effect of tangible things, has 
learned to understand that only in so far as the results 
of his labor constantly improve toward an ideal is 
his value as an engineer of any moment, and these 
things are to him greater and of far more importance 
than anything in the way of fees or remuneration. 

This is the reason why the word of the engineer 
is taken and acted upon to the extent of millions of 

jfotfMd ^^Uars without the layman possessing any 

Mind knowledge of the efficiency of that work. 
- The lawyer to a similar degree is consulted 
as a specialist and is in command, moreover, of his 
own sphere of labor. In fact, so much have law 
and business become intermixed in these days of 
large operations that the I^al end frequently con- 
trols the operating end of business, and one has only 
to glance at the number of lawyers in the government 
body to appreciate the fact that we are governed by 
our legal department. 

IMPORTANCE OF BCARKETINO 

In the midst of business stands out the great big 
question of marketing, the only part of the business 
which actually turns all the investments into value, 
that part of commerce to which the banker, the law- 
yer, the financial agent, the engineer, the manuf ac- 
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turer, are to some extent subsidiary, in that the whole 
of their work is of importance only to the extent 
and to the amoimt that the marketing end of the 
business makes it so. 

Furthermore, the marketing end of the business is 
the point at which the business itself touches the pub- 
lic, it is the point at which the permanency 
^^f or otherwise of its tenure is determined, 
J>^cided the point at which the permanency or 
but otherwise of its profits must first be brought 
^^Man^ out. All the otihier actions of business con- 
centrate on this one point, and yet the im- 
portance of this end of the business is so little felt 
that there is not only no special training for this 
proposition, but the board of directors, the finance 
or executive committee who must pass upon the 
broad policies of marketing, frequently are without a 
single member who has been trained in such policy. 
How the market shall be secured, how it shall be 
kept, etc., are frequently decided by committees or 
boards composed of bankers, brokers, manufacturers, 
and lawyers, with at times an engineer or a man ex- 
perienced in selling. 

It is not too much to say that the attitude of the 
corporation to the public (its marketing policy, how 
the marketing shall be obtamed and maintained, 
how the prices shall be set and governed, what the 
subordinates in the marketing end of the business 
shall do) will determine whether the corporation 
shall end its days as a government servant, regulated 
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by the doubtful expediency of politics, or shall carry 
on its work as a servant of the people, recognized by 
them a^ such a servant, equipped with special in- 
formation and facilities making it worthy of its hire. 

Particularly the financial man has been called 

upon to decide all kinds of questions in relation to 

all sorts of operating conditions, largely 

jS^n'f because of control in a financial way which 
^*J*J^ enabled him to exercise an authority suffi- 
cient to overrule in most cases the opinions 
of the operating force. This is a natural growth 
from previous conditions and the circumstances 
forced upon the manufacturer by the necessity for 
securing large sums of money. As to whether it is 
efficient or economical, however, experience up to the 
present has not decided, although there is certainly as 
much evidence against its economic value as for it. 

An examination of the history of bankers and 
financial agents will show that they have grown with 
the spread of business into positions of such control 
that the names which are represented as most im- 
portant in the business world to-day are mainly those 
of the bankers and fiscal agents developed from 
merchants and money lenders. The house of 
Baring Brothers, the Rothschilds and all their rami- 
fications, the Morgans, Rockefellers, etc., with the 
hundreds of smaller men, are names indicating con- 
trol of all kinds of enterprises in all kinds of ways. 
In fact it is doubtful whether a single name can be 
mentioned of great present prominence, or which 
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has been prominent in general business affairs in the 
last fifty years, where there is no control of and con- 
nection with private banking or the general collec- 
tion and investment of money. As a matter of fact, 
the giant of finance (of whatever comparative stature 
in a company of giants) has acquired his control 
largely because of the possibilities contained in the 
gathering together of small sums for investment in 
large amounts. 

The riches actually acquired by such giants have 
been made largely because of able manipulation and 
handling of these investment funds. 

This handling has undoubtedly justified the con- 
fidence of the smaller investor in the abilities of 
the financial head, and it has differed as to ethical 
considerations only in degree from the smaller opera- 
tions all through industry. 

The increasing concentration (due to the rapidity 
of communication, the exploration of virgin terri- 
tory, the enormous amount of money requiring in- 
vestment) has given the control of the financial man 
a significance not otherwise possible, and has lent a 
sinister character to his mistakes or reckless manip- 
ulations. The arm is too long and the reach too 
great for the comfort of the average individual, while 
the action is frequently too arbitrary and despotic 
for the operating man. 

Hobson in his '"Evolution of Modem Capital- 
ism" makes this significant remark: *'It would be 
safe to say that this tiny group of men hold in their 
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control the financial, industrial, and political destinies 
of South Africa. It will be seen that this small 
group directly control banks, railways, telegraphs, 
coal mines, and through the finance or trust com- 
panies which they direct are able to control many 
other companies, most of the strongest press is in 
their hands." 

The advice of the financier, the lawyer, the manu- 
facturer, etc., in marketing is undoubtedly neces- 
sary and valuable, but that the control of marketing 
policy should be so frequently in the hands of men 
whose whole training of business has been in one or 
another of the aforesaid branches, who do not thor- 
oughly study marketing, cannot be considered as a 
good thing, and in many instances has been very un- 
fortunate. 

HISTORICAL DEVELOPBfENTS 

In the earlier days of commerce in the western 

civilization, when the product of the individual pro- 

ducer or group of producers represented a 

asDi^ small quantity and was bought from him 

J^^ at his o¥ra door (the merchant assuming the 

also cost of transportation, marketing, and dis- 

tributing), it was natural that the merchant 

dealing with many producers and many retailers 

should at times become the banker for the individual 

producer and retailer. 

It was customary for him to advance raw material 
to the producer or to advance money upon unfinished 
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goods in anticipation of their completion. It was 
customary to deliver goods to the storekeeper and 
hold back demand for payment. In this respect 
the merchant acted not only as banker for the pro- 
ducer and the retailer, but secured control in such a 
way as to be able to dictate the market conditions 
to these others. 

After the introduction of steam power, when the 
manufacturer was still marketing all his goods in the 
M hard ^^"^^ way, the power of some of these mer- 
ControUed chants was such that the manufacturer was 
^^ obliged to change his conditions of manu- 
facture at the behest of the merchant or lose all the 
business which kept his factory moving. 

The tendency was always for the public to asso- 
ciate the value of articles with the merchant who 
sold them rather than with the manufacturer. It 
had been so before the advent of steam and it re- 
mained so thereafter. 

Of the number of producers of cloth, of leather 
ware, of pottery, furniture, etc., only a few became 
sufficiently identified with the goods which were pro- 
duced, on account of the merited superiority, as to 
have their position known in connection therewith. 
The rest of the goods to the consumer were identified 
with the merchant who sold them and not with the 
man who made them. This was the position when 
the manuf actiu*er began to invest enormous sums of 
money in machinery and equipment. The great 
amount of capital involved, however, in this devel- 
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opment made it necessary for him to develop stabil- 
ity above all things in his manufacturing, and it was 
this that finally led to the identification of goods with 
the manufacturer which is existent so largely to-day. 

In the course of progress in commerce during the 
centuries, the merchant, who had become banker and 
money-lender, ceased altogether to be a merchant 
and devoted his energy entirely to banking and 
kindred subjects, so that (long before the introduc* 
tion of any of the new conditions developed by the 
discovery of the prime movers) the two occupations 
of merchant and banker were in many instances dis- 
tinct, although the merchant acted as banker to the 
extent of advancing money to the producer and ad- 
vancing credit to the buyer. 

In the separation of occupations of merchant and 

banker it came about that the banker, making a 

p^^. special study of the problem of money and 

cfihe its movements, was in a position to advance 
the necessary money to the producer, mer- 
chant, or retailer at any moment, and he gradually 
absorbed the functions of lending and borrowing 
money until all the main factors in the manufac- 
turing and distribution of goods were at some stage 
of their existence or another dependent upon the 
banker for their continued welfare. 

NEW CONDITIONS INTBODUCED BY STEAM 

After the introduction of steam power, the accu- 
mulation of money, to a greater or lesser degree, in 
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the hands of an increasing proportion of the popula- 
tion who had no means of investment other than 
through the banking or financial agents, increased 
the importance of these factors. This was further 
enhanced when the enormous increase in invest- I 

ment, in manufacturing, in marketing possibili- 
ties, etc., required the employment of sums of 
money exceeding in magnitude anything previously 
heard of in business, because only through the 
banker and fiscal agent could be collected the 
smaller sums of money required for use in large 
amounts. 

Some idea of the enormous increase in the money 
which flowed into the banks as the possibilities 
of the new methods of manufacture opened up 
is to be gained by a consideration of the in- 
crease in the London bank clearings during the 
seventy-five years between 18S0 and 1906. The 
bank clearings as given by the ^^Britannica En- 
cyclopedia" for 1889 through the London banks 
were £954,000,000; 1899, £9,150,000,000; 1906, 
£12,711,000,000. 

This means that in the sixty years from 1839-1899 
the clearings through the London banks had grown 
to ten times the amount, so that for every £l avail- 
able in 18S9 for investment and the general oper- 
ations of social and industrial affairs there were 
£10 in 1899. 

Liasmuch as the population in England had 
increased during the same time from 14,000,000 to 
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S0»000,000 only, it will be seen that the capital had 
grown 5 times as fast as the population. 

The constant increase in the sums of money re- 
quired to finance the individual manufacturing units, 
the tendency of the discoveries in all branches of 
mechanical work to require a combination of large 
forces, together with the constant attempt on the 
part of such large corporations to obtain sufficient 
control of the market or a portion of the market to 
give the desired permanency to such investment, 
naturally increased the importance of the banking 
system, drove the bankers and financial agents into 
closer relations, until in most quarters their functions 
were to a large extent modified and controlled by 
government regulations. 

The tendency in all countries was for the small 
banker to invest his siuplus and a considerable pro- 
portion of his deposits in the large oommer- 
cf Mow^ ci^ markets of the world, the centralizing 
in Large Qf innumerable threads of commerce in such 

Centres , , . , . , 

markets producing a system which acted 
as a sort of brain control upon all commercial ac- 
tivities. 

It is evident that whatever the direct control, the 
influence of the financial agents in connection with 
this modem business and the enormous smns of 
money involved therein was bound to have a strong 
and definite relation to the final cost of doing busi- 
ness. 

The viewpoint of the financial man was the view* 
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point of the merchant, which viewpoint we are just 
about changing. That viewpoint was the old one 
of barter, an outgrowth of the day when 
**^"' goods were bought by individuals from in- 
^T*"!^ dividuals with the goods in plain sight, and 
Suiisd to the sale was the result of a combat of wit 
Cm^Uont *"^^ ingenuity between the two individuals. 
This necessarily instituted the condition 
of mind in all mercantile business which laid down as 
the fundamental principle to be observed — ^pay as 
little as possible for what you buy, get as much as pos- 
sible for what you sell, and let the buyer look after 
his own skin. 

This, of course, was not confined to the banker 
or financial man, but was the general attitude toward 
finances exhibited by all sorts and types of people. 
The fact that great states of the union defaulted 
payment of their bonds without any serious attempt 
to fulfil their obligations is a sufficient indication 
of the general attitude of the public mind toward 
business morality. The chicanery that marked the 
finance of railroads, land, and other general combi- 
nations, is another indication of the lack of any appre- 
ciation of moral obligation in business at this period. 
It may be stated that when the moral tone in 
finance and other matters was so low as to permit 
the public government to refuse to acknowledge or 
recognize its own obligations, no ordinary business of 
a private character would be likely to distinguish 
itself for high morals, and with the few individual 
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exceptions which always occur the whole atmosphere 
(an atmosphere which we are just beginning to get 
away from) was a "might is right" atmosphere. 

This method of proceeding was all right so long 
as the buying and selling was done between individ* 
uals with the goods in plain sight. It was not so 
bad so long as the money invested in any particular 
business was comparatively small, so long as there 
was no direct relation between the business and the 
consumer, and so long as there was sufficiently little 
to do in the world as to make it possible to waste that 
amount of time. 

The large manufacturing and producing units of 
to-day, involving millions on millions of capital, 
requiring markets in half a world in order to absorb 
their output, need, above all things, permanency of 
market, and permanency of market depends upon 
the service which the article in question and the 
manufacturer's policy represent to the consumer. 

This is necessary from the standpoint of the stock- 
holder as well as from the standpoint of the con- 
sumer because of the tendency of the stock and bonds 
of the large commercial units to scatter into a great 
many hands and consequently to become measured 
by values (from an income standpoint) which depend 
upon the permanency of the proposition, and it is 
with some peril that fluctuations in the value and 
dividend payment of a staple stock occur. Things 
like the New York-New Haven trouble, where the 
stockholder (who has been accustomed for years to 
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receive a certain income) loses it and the value of the 
stock at the same time because of managerial de- 
linquencies, promote a feeling in the minds of thou- 
sands of stockholders and their dependants which is 
reflected in an increasing antagonism to the private 
methods of financing indicated. The matter is much 
more serious, however, in that the same deficiencies 
which have decreased the value of stock and obliged 
the cutting off of the dividend have resulted in a 
lessening of the service to the consumer, so that the 
general public are equally disturbed by this lack of 
permanent value. 

In the old days the question of buying and selling 

was a matter of keenness in the reading of character 

and the imderstanding of individual psy- 

CwdUum chology — ^between individuals. In these 

of Mar- days it means a thorough understanding 

Requires that the cousiuner will only buy the goods 

F^w^rri the manufacturer has to offer so long as they 

represent to him a fair value, at a fair price, 

and a fair and square method of doing business. 

Even where the requirements of the populace and 
the character of the business are such that there is 
only one place in which to buy the commodity, one 
of two things will inevitably happen unless this 
"service" is considered — either something else 
will be discovered to replace the article, or the popu- 
lace will seize the monopoly and regulate it. 



CHAPTER IV 

Concentration op Money Control and Its 

Effect 

Increase in money power of bankers — ^Financial condi* 
tions of promotion— Improvement in present condi- 
tions — ^Burden placed upon cost of commodities by 
reckless financing — ^Viewpoint of finance — Operating 
and financial man at odds — ^Value of investment lies 
in good-will which cannot be controlled — ^Ethics of 
securities business not as high as commodities business. 

INCREASE IN MONEY POWER OF BANKERS 

THE radical change made by the introduction 
of steam in manufacturing possibilities and 
the tremendous impetus given to the world's 
commerce by this fact, poured in upon the bankers 
and financial agents an ever-increasing stream of 
money to be invested. In the space of 
inenase ^^^^^ l^ss than one man's lifetime millions 
ofBiui- upon millions of dollars' worth of material 
Short was being made where previously the out- 
^tSm^ put was insignificant. 

The enormous potential energy of man- 
kind seized upon the possibilities opened up by the 
discovery of these prime movers and spent itself in 
the invention of a thousand ways of improving the 
conditions of manufacturing, of increasing the num- 

50 
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ber of products, and of developing an unheard-of 
volume of commerce. 

Values rose so rapidly, money was so easily made 

and secured that it seemed as though no evidence 

eouMi ^^ potei^tials was too wild to be exagger- 

Rapid ated. Values were created out of nothing, 

F^^ and upon this legitimate value, created by 
the growth of commerce, was placed a 
burden of potential value, until business was unable 
to stagger forward without periods of readjustment. 
Such potentialities, estimated by the finite and fre- 
quently over-optimistic judgment of men who were 
carried away by the development of the times, prom- 
ulgated under a system which believed in getting 
as much and giving as little as possible, naturally 
resulted in continual over-estimation, in continual 
creation of values for which there were no sound 
assets, and consequently periods of depression and re- 
adjustment of values. 

As the country opened up the possibilities of its 

immense resources it seemed to have dazed those 

who were connected with it, or, at any rate. 

Placed to havc actcd as a narcotic upon any scruples 

BilS^, w»"^ ^^y ^ay t*ve had, so that every 
hy Over section of the country has its tale of alter- 
nate booms and depressions, its prospectus 
towns, its paper railroads, and its hot-air manufac- 
turing propositions. 

James Russell Lowell has stated the ethics of this 
period more accurately than almost any other writer 
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when he tells his story of the two Yankees confined 
to a rock all day with one jackknife between them. 
Paper They began trading the jackknife with the 
Value result that at the end of the day they had 
$5 each, as well as the jackknife. This is illustrated 
by the efiFect of the panic years and poor crops upon 
values in some of the western cities. In one western 
town with which the writer was acquainted, a great 
many miles of pavement had been laid, times were 
booming, and the enthusiasm and optimism were so 
great that acres of ground an hour or hoiur and a 
half walk from the centre of the city were being cut 
up into lots and being prepared for buildings, al- 
though the population was less than 30,000. People 
were pouring in so fast that they could not be ac- 
commodated, and rents were boosted every few days. 
Similarly, places of business were at a premium, and 
the price of business property was continually increas- 
ing. There was a great deal of buying and selling, 
but it was mostly buying and selling on the order of 
the Yankee's jackknife, a matter of paper value only. 
Things appeared to be so good that the farmers 
from the coimtry surrounding came in and bought 
real estate diuring the period of high estimate so that 
everybody was engaged in adding to the fictitious 
value. A crop failure necessitated the farmers call- 
ing some of the loans, the country banks called 
their loans, and in three months the whole house of 
cards came down so that stores in the centre of the 
town which had rented for $300 or $400 were renting 
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from $65 to $70. There was no solid foundation for 
the values; they having been made almost wholly by 
the process of kiting. This, of course, is not a solitary 
instance. Every man who has traveled extensively 
knows of the manufacturing plant induced to come 
into a town by a bonus of free land and a subscribed 
list of $25,000, $50,000, or $100,000, while the men 
who had so generously contributed got back $200,000 
by the people brought to them by the factory. To- 
morrow was discoimted before to-day's pay had been 
secured, and the consequence was that the atmosphere 
of business was unhealthy from beginning to end. 

A great deal of ''bogus" company promotion and 
even of more substantial promotion of family busi- 
nesses and of combinations is primarUy motived 
by the desire of the financial promoters to scoop out 
the whole value of the company by this method of 
extraction, which shall leave the swollen carcase to 
shrivel to its meagre, unprofitable dimensions in the 
hands of deluded investors. The arts of drawing 
a prospectus and of "making a market" are devoted 
to the single end of producing a temporary boom. 
Improper accountancy misrepresents the value and 
the past profits of the business that is incorporated, 
expert engineers, chemists, etc., are paid to over- 
estimate the productive and profit-earning capacity 
of the mines, machinery, and other plant acquired by 
the company; well-known business names, and in 
Great Britain politicians and titled personages, are 
procured for the directorate; the bright and solid 

Erospects of the business are set out with consummate 
terary skill, every present defect or future risk 
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carefully concealed; the whole glamor of the proposi- 
tion is suddenly flashed before the face of the con- 
fiding public by a parade of full-page advertisements. 
Any sluggishness or suspicion of the investing public 
is overcome by making a market, the promoters ma- 
nipulating prices by collusive dealing on the market 
imtil the outside investor is lured on to buy.* 

Furthermore, the same tendency has been charac- 
teristic of the government, which not being in a 
position to create values out of nothing has turned 
vast expenditures into nothing. Any project which 
secured temporary success at the polls was entered 
into without regard to the burden placed upon the 
future government. 

During the last ten years a saner and more conserv- 
ative attitude has improved these conditions, but the 
, , state of mind which allowed of these excesses. 

Improved i i . i 

CondUiont the state of mind which gave the least and 
Beifinmng j^manded the most, is still exercising its in- 
fluence as the major force in business and affecting by 
its influence the efficiency and cost of the market. 

The only reason why it was possible through so 
many long centuries of history to fool the public into 
Ca9eat leaving the control in the hands of a few was 
r^Swj^ because for many of these centuries the 
Longer public was divided into little groups — 
PoseiUe communities with little or no intercom- 
munication, with no means of acquiring knowledge, 
with no means of gathering understanding except in 

^"ETolution of Modem Capitalism." — Hobeon. 
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the small group of which the individual happened 
to be a member. It was easy to control such groups 
and so control the whole business. 

Now, however, the situation has changed. The 
great majority of the population read and write; they 
know more about the remote parts of the world than 
the average individual knew about his own county 
one hundred and fifty years ago; they are in constant 
communication with their fellows in other parts of 
the world; they know the progress which is being 
made at any point at any time. 

Control of these multitudes, the kind of control 
necessary to the "give-as-little-get-as-much" princi- 
ple is rapidly becoming impossible, and it is inevitable 
that to-day the student of markets and marketing 
should also be the student of crowd psychology, and 
should begin to shout his belief — ^that in the future 
the successful man of business will be the successful 
marketer, and the successful marketer will be the 
man who believes in the maxim that "He will be 
greatest who serves the most.'* 

For the past few years business has been very 
carefully adjusting its methods to a more enlightened 
social service idea, and because of this adjustment 
complains very bitterly of the antagonistic attitude 
of the public. It is true that the public is quite 
antagonistic to the manufacturer and the financial 
man principally because the manufacturer at present 
is being dealt with for sins which really belong to 
former practice. 
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As a consequence of this, wherever a man is called 
upon to testify or appear before legislative bodies, 
the admission that he is an advertising, manufactur- 
ing, or financial man is equivalent to discrediting his 
side of the case. Considered in the light of present- 
day practices this is hardly justified. Nevertheless, 
the methods of doing business on a large scale in the 
past thirty or forty years have been so notoriously 
against the best service to the general public that 
the attitude is not surprising. 

Financial systems, banking and financial agents 
in their control of commerce, have brought the 
world so close together that it was thought any little 
change could be determined right away and a remedy 
applied within a reasonable time. Combinations arose 
under these circumstances, through which some of 
the most important strides in manufacturing and 
distribution alone have been made possible. Acting 
in the old spirit of barter, all these were made in the 
attempt to secure the utmost of profit out of the 
financing of such combinations, and were loaded with 
a financial biurden the adjustment of which is not yet 
ended. 

The financial agents, moreover, because their po- 
sition as clearing houses for money has given them 
control, assumed to decide policies of operating, 
manufacturing, and marketing, in regard to which 
their opinion was no more to be respected than that 
of any other intelligent layman, and in regard to 
wliich their control has had results from time to 
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time which any student of markets must deeply 
deplore. 

It has been and is at present an easy way out of the 
difficulties surrounding the study of marketing costs, 
to fall upon some one public outstanding feature 
of the business and declare this point as of most im- 
portance. Advertising, special service, present-day 
luxury, abundance of gold, high financiering, etc., 
are all cited as the most important causes. 

As a matter of fact they are all in some degree 
contributory causes or eflfects of the rising cost of 
marketing — ^growing partially out of his- 
Placed tory, the perseverance of old habits, lack 
^^^ of knowledge, social and psychological 
Commod- changes, etc. — ^and not the least of these 
hyReck' Contributing causes has been the continual 
^'^*- tendency to create value out of nothing, 
to burden the ultimate cost of an article 
with all the intermediate profits and with all the 
intermediate additions to legitimate profits made 
possible by the caoeat emptor method of doing 
business. Finance never paid its own losses, al- 
though it has always absorbed its own profits; when 
the bank failed it was the depositor's money which 
had been misused. When the over-capitalization 
meant more added to cost of service, or less dividend, 
the burden fell on the cost of marketing. The idea 
that the public was to be used as plunder, not as 
partner, has saddled the consumer with biu*dens for 
which business will ultimately have to pay. John 
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A. Hobson, in his book '^The Evolution of Modem 
Capitalism/' says in this connection: 

The ^'legitimate" business of this finance is to 
operate the machinery for the distribution of capital 
by accurate registration and calculation of price- 
movements. Since the limits of calculation are often 
very narrow, the element of chance or speculation 
must enter in as a necessary ingredient of the business 
so far as any individual operation is concerned. But 
while the ignorance of most amateur investors con- 
verts their investments into mere act of gambling, the 
professional financier is not properly a gambler. 
When he departs from "legitimate" finance it is 
not primarily to gamble but to manipulate prices so 
as to assist his calculations. Instead of merely pre- 
dicting price-changes he endeavors to produce them. 
If he is able in any way to cause and to regulate 
fluctuations of prices in any class of securities, he 
can buy at the bottom and sell at the top, an ob- 
viously advantageous method; if he can sit for some 
time upon a class of stocks, rocking the values up and 
down at will, he may be able to extract from the 
ordinary investing public a larger quantity of money 
than could be got by any single coup of company 
promotion. Any group of financiers furnished with 
large enough resources may fasten upon a stock, 
usmg it either to milk the innocent investing public 
by preconcerted price-movements which deceive 
them into buying and selling at a loss, or to corner 
the stock and squeeze other financiers not "in the 
know" by forcing them to buy stock at monopoly 
prices in order to fulfil their engagements. But the 
financiers, who are themselves promoters or direc- 
tors of a company and have retained large blocks 
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of shares, can play this profitable game at a great 
advantage. Instead of over-capitalizing a company 
at construction, and clearing out by a single act of 
"unloading," they may retain their shares and use 
them for what is euphemistically termed "specu- 
lating" on the bourse, but what is in reality an alter- 
nate "rigging and depressing of prices." Superior 
or early access to information affecting the movement 
of prices gives them their first advantage; this they 
may supplement by manipulating public opinion 
through the press; finally, their financial position 
and control of movements enables them more effec- 
tively than outsiders to bull and bear the market. 
An intrinsically unsound business, with incalculable 
or fluctuating assets, best lends itself to such opera- 
tions. A classical example in modern finance is the 
South African Chartered Company, a wildly specu- 
lative venture of such magnitude and superficial 
possibilities, so well adapted to political and senti- 
mental appeals, as to enable its crafty organizers 
to plan and execute price movements of enormous 
range. The advantages enjoyed by the financiers " in 
the know" are well illustrated by the record of the 
holding of Chartered Shares before and after the 
Jameson Raid by Messrs. Rhodes, Beit, Rudd, and 
their intimates in South African finance. 

These operations of financiers in managing the play 
of mobile stocks resembles the keeping of gaming tables ; 
from their standpoint it is business, from that of their 
clients it isgambling; under normal circumstances and 
in the long run there is little risk for them — they must 
win, the amateurs who play with them must lose. 

The skilled financier, who makes large gains by 
"speculative" business in floating companies, and 
planning coups upon the Stock Exchange, desires. 
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if he retains any "conservative instinct," to possess 
some substantial, profitable stake in the world of 
finance, some considerable investment in real estate 
or in regularly remunerative businesses ; such holding 
substantiates his credit, gives him social position 
and respectability, and so assists his speculative 
operations, besides furnishing a soft bed on which to 
fall in the event of some knockdown blow. The 
master of modem finance does not therefore use all 
his resources in speculative business, nor does he find 
it to his interest to impart mobility to every form of 
investment. In his career he enjoys exceptional op- 
portunities of making or discovering genuinely profit- 
able investments based upon the control of rich 
natural resources or other protective support. The 
directors of the Standard Oil Trust or of the East 
Rand Mines or De Beers do not "gamble" with such 
stocks, nor do they let out of their hands at any time 
the control of these profitable businesses; they only 
speculate with the surplus gains which spring from 
such "monopolies" and with the cumulative profits 
of their well-directed specidations. 

The financial class, then, as distinguished from the 
main body of capitalists or amateur investors, grafts 
upon its legitimate and useful function of determin- 
ing and directing the most productive flow of capital, 
three methods of private gain, each of which is a 
corruption and abuse of its true function. 

Planning and promoting companies ba^ed,not upon 
economy of industrial or financial working, but upon 
an artfully enhanced vendibility of shares, they cause 
a waste of general capital by obtaining an excessive 
subscription to the company and diverting the ex- 
cess into their own pockets, thus imparting insecurity 
to otherwise sound businesses, damaging their credit 
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and impeding their productive operations. To this 
waste must, of course, be added the injury wrought 
by floating "bogus" companies which have no actual 
foundation in the business world; the wide preva- 
lence of these criminal adventures not only wastes 
capital, but, disturbing public confidence further im- 
pedes the easy, natural flow of capital throughout 
the industrial organism. 

VIEWPOINT OP FINANCE 

The financial man had no viewpoint in common 

with the operating man on the marketing end of 

business, the only market in which he was 

Man In- particularly interested being the market 

urestedin for Securities; the state of which market did 

SeeurUies ,111 1 

not Com- not always depend upon or nave any co- 
IfaSrf incidence with the state of the industry it- 
self for which the securities were issued or 
the burden which the inefficiency of such were plac- 
ing upon the consumer. The idea that the unusually 
large profits accruing from an industry would permit 
of a reduction in price to the consumer would never 
have appeared to the financial man as anything but 
the imagination of a crazy brain, that any such ser- 
vice could have behind it an actual business value 
would have been absurd. 

Such large profits rather opened up the possibility 
of increasing the market for securities by taking the 
potential capacity for profits and turning it into cash 
by increasing the capital stock. 

Thehistory of theU. S. Motor Company, showing the 



CONCENTRATION OF MONEY CONTROL 71 

combinationof anumberof motor factories bought and 
capitalized upon a basis far above the value of their 
earning capacity or their general business stability, 
su£Sciently illustrates the use of large profits in a new 
industry or an increasing market for the turning of 
potential values into increased securities. 

The operating man knew that the only possible 

chance for its supremacy in any market lay in his 

continually improving his product and 

^M^^'mnd ^^^P^^^K ^^ process of manufacture so 
Financial that he would be in a position to meet com- 
^'ddf petition at any time and under any circum- 
stances. That viewi>oint, leading as it did 
to a constant endeavor toward increased eflficiency 
in all directions, was of the utmost benefit to the con- 
sumer. 

To the financial man service to the consumer was 
an unknown quantity, the only consumer he knew 
of was the consumer of securities, and securities had 
their market value not from service of the commodity 
to the consumer but from the amoimt of dividends 
immediately being paid to the stockholder. 

With all his knowledge of finance, of accoimting, and 

of costs, the financial man had apparently 

^Nec^ overlooked the fact that continual improve- 

siiyfor ment, whether imposed by competition on 

Continual ,« .•! • i ii .••• 

Imprfm- the outside or mduced by competition on 
^^,^ the inside, must either be exerted in con- 
nection with every business or else the busi- 
11689 will begin to atrophy. 
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His tendency was always to increase the market 
for securities and consequently to increase the num- 
ber or amount of securities oflfered. Therein lay his 
profit and his control. As a natural outcome of this, 
the idea of combining all the operative units into one 
proposition, controlled by the same general heads, 
suggested new possibilities in the marketing of se- 
curities which would eclipse anything before con- 
sidered, and at the same time permit of a control 
which would secure for the financial man a hand in 
and a profit from all future securities which might be 
considered. 

That the eflSciency of a large combination from a 
dividend standpoint, particularly when capitalized 
to the limit of its value, could not be as great as the 
sum of its units does not seem to have been con- 
sidered. 

That the shelving of improvements because they 
would mean investment in new operations and the 
consequent stifling of competition within should 
have a detrimental effect upon the progress of indus- 
try from a dividend paying standpoint seems not 
to have been fully determined. 

From time to time inventors have claimed that 
improvements in appliances have been shelved in 
cases where the output of these appliances was con- 
trolled by combination. In isolated cases there ap- 
pears to have been justice in this claim, but the im- 
portant feature is that monopolistic control has a 
tendency to discourage invention by the lack of 
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market reward for the inventor, as well as the di£S- 
culty of gaining a hearing. 

Of more consequence, however, than these points, 
the financial man, considering these industries merely 
from their capacity to provide him with 
the Bads Securities for his market, etc., neglected to 
'^ndOo^' consider that good- will even in the case of a 
will Can- monopoly is the only thing which renders 
ContrdUd ^^ investment valuable, and that good-will 
„J^ cannot be controlled with securities or 
combined with operating units, that it must 
be held upon a different basis and upon a basis only 
possible where competition inside or outside is pre- 
served. 

The banker whose position in the business world 
is measured by the amount and extent of his loans 
was the natural ally of the fiscal agent in this work, 
because it meant the concentration of loans in larger 
amounts and consequently the control of the money 
market in fewer hands. 

It made very little difference if there were 100,000 
owners for a million shares of stock if the use of that 
money was in the hands of a few. This position of 
the banker and fiscal agent was natural and what 
from their history was to be expected. The only 
requirement ever made of the borrower was that 
he was able to pay as to the interest and principal. 
In fact, until controlled by law, the interest had varied 
with the character of the borrower and his ability 
to repay the principal, 
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The banker had always been concerned with the 

return upon the money rather than the reason for 

such return. It was only when the increase 

Securit^ in valucs, the continual 6alls for money 

Bunnesa uDon new Ventures, the possibilities of the 

High as natural resources of the country, etc., be- 
CamnuM- caDi© <>' moment, that he extended his 

<*f» control in the endeavor to add to his ordi- 
nary profits those which might be secured 
from underwriting and from direct connections with 
the market for securities. 

It is significant as one of the features of the case 
that the broker in stocks should as a regular part of 
his business indulge in practices which would ^ruin 
any other class of merchant. 

The hypothecating of a customer's stock for the 
broker's own use to pay his own debts would not be 
tolerated in any other business. Charging interest 
upon money which has never been loaned actually 
and in fact would be construed in a very harsh man- 
ner in any other department of commerce. 

This being the case, it is not to be expected that 
the financial man should have concerned himself 
with the service to the consumer. Neither as to the 
cost of marketing with which the commodity was 
saddled in consequence of the methods adopted in 
capitalizing, nor as to the burden which has been 
placed upon the commodity by the expense involved 
in marketing these securities and maintaining a 
m«ket under the existing condition^, 
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From the time of the South Sea bubble with its 
disastrous consequences on the English market for 
securities and the English trade, at the time of its 
occurrence, through the conduct of charter compa- 
nies who were given the sole right to trade in the then 
almost virgin colonies, through the days of early 
increases in the possibilities of manufacture, the 
financial development of many of the various en- 
terprises connected with these items is shown as a 
question of money and not a question of production 
or of value. 

The manipulators of the South Sea bubble, the 
men who instituted the trade of the charter com- 
panies, the operators in connection with the early 
manufactiu-ing establishments were concerned prin- 
cipaUy in getting rich from the increase in the value 
of the securities rather than from the actual service 
rendered to the public. 

There is a very logical development from the South 
Sea bubble to the juggling with railroads which oc- 
curred in the middle to the latter part of the nine- 
teenth century and the later tendency to manipulate 
mining and other securities in the same way. All of 
these attempts to make enterprises represent enor- 
mous sums of money, when they did not fulfil any 
conmiensurate service to society, had the effect of 
burdening the total volmne of conmierce with addi- 
tional costs which the actual services of industry had 
to bear. When the railroad was overburdened with 
debts due to the manipulation of its securities and 
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obligations without any real relation between such 
seciuities and its physical value, the tangible prop- 
erty and service of the railroad was charged with the 
necessity of paying oflf the debt which had been cre- 
ated by such methods. The recent passing of divi- 
dend by the New York & New Haven and a drop 
in its stock from 155 to 70 odd is a case in point. 
This railroad is now endeavoring to increase its 
passenger rates and in other ways to readjust its 
tangible demands to the burden of debt which has 
been imposed upon it. Further, it has removed from 
their income part of the money which a great many 
thousands of people depended upon in order to buy 
the commodities of other industrial concerns. 
There can be no doubt that an additional bur- 
den has been put upon the consumer by 
Recklesa f]^^ excessive profit secured by the finan- 
Produced cial man in connection with the capitalizing 
^^^Ca^ *^d ^^^ methods of control exercised in 

connection with the producing units. 

It is certain that the operating man has been 

obliged to use every endeavor to cut his costs so that 

the burden of indebtedness imposed upon 

R^kUfa i^jm by the financial end of business should 

rtnancing ^ 

Burdened be met, that even with the rapid increase in 
^'^Q^^ efficiency in connection with the operating 
end in many cases re-adjustments, re- 
organizations, receiverships, and loss of stock value 
have been necessary in order that the industry be 
put in a position of earning a profitable dividend 
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upon its investment as well as interest upon its in- 
debtedness. 

The attention of every business man is being 
forced to the condition of the consumer who finds the 
cost on all articles has been advancing more rapidly 
than his return. Were every dollar of value secured 
by the sale of commodities expended in useful and 
reasonable profit in the manufacture of such com- 
modities there will be little discrepancy between the 
cost of such articles and the return upon their man- 
ufacture. The discrepancy lies in the fact that so 
much is paid out for no return service in connection 
with the manufacture or distribution of the product, 
and one of the important sources of waste due to the 
creation of values out of nothing is the waste due to 
reckless financing and methods of control which are 
just as irresponsible. 

Collateral Texts: "Money and Currency," 
Joseph French Johnson; "Economics of Business," 
Alexander Hamilton Institute; "Principles of Eco- 
nomics," Taussig; "Evolution of Modern Capital- 
ism." Hobson. 
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CHAPTER V 

Manufacturing, Distribution, Ai<n> Con- 
sumer Cost 

Manufacturing efficiency — ^Public attention bestowed on 
manufacturing and producing — Excessive cost of selling 
— Organization and efficiency — EflFect of quantity — 
Increased manufacturing efficiency — Decreasing distri- 
bution efficiency — RetaUer least efficient — Mail-order, 
cooperation, and other attempts to reduce cost — ^Adver- 
tising and its effect — ^The human element in marketing — 
Training of the marketing worker — Latest developments 
in increasing marketing efficiency. 

MANUFACTURING EFFICIENCY 

THERE is a general tendency on the part of 
the average individual in considering the 
effect of economic matters upon his own 
status to confuse totals with percentages and to 
judge from the obvious characteristics of size, total 
profit, etc., where such items have at times very 
little bearing upon the actual effect in consumer 
cost. Furthermore, there is a general tendency to 
consider in any investigation those things which are 
furthest away from us, and the consequence is that we 
know least, and are least efficient (quite frequently) 
in respect of the most intimate of our concerns. 
This is exemplified by the carelessness with which 

81 
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we treat our own physique, by our ignorance of and 
indifference to psychology, and by the prejudices with 
which we permit our judgment to be affected on all 
matters which concern us deeply. These habits 
of mind have a great deal to do with the extent to 
which the financial and manufacturing end of busi- 
ness has been investigated, the extent to which the 
evils of the day have been charged to such manu- 
facturing and financial end, and also the extent to 
which the other important branches in conveying 
material to the consumer have been allowed to escape 
without any serious attention or without any en- 
deavor to consider the actual position which they 
occupy in relation to consumer costs. 

It is somewhat unfortunate that public attention 
has been mainly confined to the financial and manu- 
facturing end of business and that there 
AtteroUm ^^ been a wide-spread tendency to impose 
r^j^ upon these portions of commerce all the 
Manufac- iniquities in respect of the high prices which 
p7JdJi^ the public has discovered. 

While these divisions of commerce have 
had, and do have, considerable relation to final cost, 
and while they have been guilty of glaring ineffi- 
ciencies, nevertheless in respect of the percentage ad- 
dition which they impose upon the cost of an article 
as reward for their services, the manufacturing divi- 
sions of commerce are undoubtedly the most efficient, 
and impose the least burden. 
It must further be considered in weighing the effect 
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of manufacturer and distributor upon consumer cost, 
that the retailer, and to some extent the wholesaler, 
enter intimately into the life of the community with 
which they are connected and affect the local pros- 
perity to such a considerable extent that they are 
permitted to do a great many things which would be 
considered a sufficient basis for agitation if the man- 
ufacturer were to undertake them. J. George Fred- 
erick, in a discussion of selling cost and the factors 
that reduce it, gives some concrete cases of costs of 
distributing goods : 

If the muckrakers ever stumble on to the facts 
about the selling expense of some concerns, there will 
be a series of sharp literary explosions. 

There is a manufacturing concern in New York 
whose product is enjoying an international market, 
and is regarded as having achieved success in every 
way — ^yet its selling cost is still five times its manu- 
facturing cost ! 

Now if this product were a luxury, or even a spec- 
ialty novelty as yet not universally used, there would 
conceivably be some justification for this selling cost; 
but the article referred to is a typewriter which has 
come to be practically a staple. 

There is another highly successful typewriter 
whose selling cost is still four times manufacturing 
cost. There are several other very successful tyi>e- 
writers which have selling expense down to three 
times cost of manufacture, which may be regarded 
as fairly normal for typewriters or any well-known 
semi-staple mechanical device where repair and ser- 
vice after purchase is an additional factor. 
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But, gazing generally over the field of manufac- 
ture, selling cost in a surprising number of cases is 
excessively high. Only in the most staple of staple 
lines does it come down to a more sane proposition. 
One or one and a half times the cost of manufacture 
is a general average for selling staples, while in the 
drug lines, and specialties in all lines, grocery, textile, 
hardware, etc., the selling cost rises to four, five, and 
six times the cost of manufacture. Sometimes, for 
some articles (and not all of them like Colonel Sell- 
ers' Eyewash, either), the cost of manufacture is a 
mere nothing, and almost the only expense is selling 
expense. 

ESTIMATES OF SELLING EXPENSE 

The estimates of selling expense just made include 
office and overhead expense and everything else 
chargeable to the "selling end.'* To examine selling 
cost in single detail, let us take purely the cost of 
salesmen and sales departments, exclusive of what- 
ever else might be chargeable to selling. 

In hosiery and underwear lines this selling expense 
(frequently the only kind there is) runs to 6 and 10 
per cent, of net return. In men's clothing it runs 
from 4 to 7 per cent. In office equipment lines it 
runs to 25 and 33 per cent., and in drug and hard- 
ware lines it runs up from 25 to 40 and 60 per cent, 
and higher. In purely luxury lines selling cost has 
no roof at all — it is as expansive as the empyrean 
blue — according to the article, competition, and 
method of distribution. The branch agency is 
mighty expensive machinery of sales, but it pro- 
duces volume and keeps sales contact with con- 
sumers keyed up (things which are vital in com- 
petition). It frequently costs $500 to sell an auto. 
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and the average is $100 to sell a piano. In many 
cases, especially in the piano business, there is 
precious little profit left after this high selling cost 
is expended. 

This matter of increasing selling cost is becoming 
more and more vital all the time, because of two 
things, the widening of markets and the growth of 
competition. The bigger a manufacturing concern 
becomes, the greater usually does the selling cost 
become. This may seem paradoxical, but public 
accountants will testify to its almost invariable 
truth. A selling organization adequate to the 
territory, the policies, and the product of a large 
concern increases selling cost considerably over 
that of a smaller manufacturer, chiefly because the 
large manufacturer needs more executives and must 
meet competition at more points. He has more 
baskets of eggs to be watched than the small- manu- 
facturer. 

In the last decade or two, therefore — ever since 
the beginning of big markets and big enterprises — 
selling cost has been rising steadily and become a 
problem with manufacturers. Some have agreeably 
deluded themselves about the true state of affairs 
by figuring loosely that reduction of cost of produc- 
tion was "helping" to lessen selling cost. But in- 
quisitive modern cost accounting turns the light on 
such delusions for those manufacturers (none too 
many) who are modern enough to have thorough- 
going cost systems. 

The one significant thing about selling costs is still 
blindly overlooked by many manufacturers, while, 
meantime, those keener ones who do understand it, 
and have applied it long ago, are the big gainers. 
Selling cost goes down in proportion to the reputa- 
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tion of the goods, and the favorable conviction in the 
mind of the buyer. You don't have to work nearly 
so hard to sell me Baker's chocolate as you do to 
sell me Jones's chocolate. Neither do you have to 
work so hard to sell dealers and jobbers. In fact, 
in such exceptional cases, like Baker's and a few 
others, you could shut down on all selling expense 
for a time and make a lot of money nevertheless. 

Prominence has always been a sufficient cause 
for public criticism, and inasmuch as prominence in 
the manufacturing field is largely allied in this day 
with size, it follows that size itself has produced a 
public criticism from which the small manufacturer 
escapes. 

Whatever justification there may be for the con- 
tinual agitation of this question (and there un- 
doubtedly is justification in a great many cases), it is 
very unfortunate that the public prints of all kinds 
have paid attention to this one phase of the question 
and have apparently made little attempt to inves- 
tigate the actual conditions pertaining to the other 
phases which enter into consumer cost. 

Without respect to the size or financial back- 
ing of any industry it may be stated that the effi- 
^ ciency of any division of industry or of any 

tion and sub-divisiou of a particular industry is 

•^'^^'*^ proportional to the organization of such 
industry, and that insofar as it is organized and effi- 
cient, to just such an extent will it impose a lesser 
burden on the cost of the individual article for its 
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services. This is not stating that it will take less 
profit. It is probable and would be expected that its 
profits will increase in percentage of capital, but this 
can be done while the toll upon the individual manu- 
factured product is reduced in percentage. 

While this is not necessarily an advantage to 
efficiency, the quantity in which goods can be man- 
ufactured or moved undoubtedly exercises 
^a« a ^ an enormous bearing upon the cost of such 
^^1d^' manufacture or movement. Size ceases to 
have any bearing upon efficiency when the 
capacity of the individual producing, manufacturing, 
or distributing unit has been reached, and further in- 
crease is to be obtained only by duplication. 

So long as tools and equipment can be added with- 
out duplicating the required labor, so long as opera- 
tions can be enlarged without duplicating the re- 
quired investment, so long as the number of workers 
can be increased without a loss of organization con- 
trol, the increase in size will mean an increase in 
efficiency. Just as soon, however, as further in- 
crease is acquired only by duplication, just as soon 
as this further increase produces an organization of 
human beings sufficiently unwieldy and scattered 
as to make central control practically impossible 
with our present knowledge, just as soon as size mil- 
itates against efficiency, it produces an increase in 
cost which must be absorbed by an increased burden 
upon the goods. 

A thorough investigation of the manufacturing 
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industries will demonstrate very conclusively that 

such industries have in the last thirty years increased 

very considerably in eflBciency and have 

uulHu^Hm consequently been enabled to secure larger 

Increased profits while at the same time burdening the 

^ency manufactured article with less addition to 
cost to cover same. 

This is thoroughly exemplified in the fact that for 
every $1,000 worth of goods manufactured the num- 
ber of people required has decreased almost 45 per 
cent, in the last fifteen years. In fact, the manufac- 
turing division of commerce is the only one which has 
been able through its increase in eflSciency to offset 
its increased costs in other respects. 

In the producing end of business, equally with the 
merchandizing end, the costs of material have risen 
owing to the increased cost of the service. The man- 
ufacturer has found his raw materials increasing in 
price, his individual labor unit increasing in cost, and 
it has been only by steady concentration upon an 
organization of the work required in the industry 
that the manufacturer has been able to increase 
efficiency to the extent of practically offsetting this 
condition. 

The following report taken from the Census ex- 
amination by the Business Bourse for the writer 
sufficiently explains the situation. 

The tendency of the times is so pronounced that 
there is little room for doubt. 

The distributors are rapidly increasing, whereas, 
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in proportion, production — especially agricultural 
production — ^is decreasing. Of course, manufacture 
is increasing fast, but distributors are increasing 
still faster. 
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The figures and charts shown herewith tell the 
story more graphically and completely than any 
mere words can; but, of course, they do not hint. at 
causes very directly. 

In the main, the chief cause for the increase of 
distributors out of ratio with producers is simply the 
accelerated standards of living which have come into 
being within the past ten or fifteen years. The 
consumer has — not unwillingly, but willingly and 
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arbitrarily — demanded to a large extent to be more 
widely separated from the producer. 

Out of one hundred and fifty cities in the United 
States of largest population there are now but 
fourteen that have open market places where pro- 
ducers and consumers can meet; whereas it is esti- 
mated that there were at least seventy-five in years 
past. With the increasing growth of cities^ again 
with increasing prosperity among farmers through 
the rise in prices, there has been less incentive to 
farmers and farmers' wives to make the hard and 
lengthy trips to the city several times a week to 
meet the consumer. 

On the other hand, consumers in the city have, due 
to increased prosperity, come to regard the old- 
fashioned method of direct marketing as obsolete, an 
evidence of undesirable thrift and possible poverty. 

The result has been that more distributing stations 
and buying points have become necessary, thus in- 
ducing more and more people to open up stores. 

As a matter of fact, the number of distributors is 
out of all proportion to the actual volume of trade 
done. There are 60,000 grocers rated at $1,000 and 
over; and there are 35,000 more that are rated at 
less than $1,000, which means 35,000 grocers, or 
over one third of the total, are struggling on the nar- 
row edge of existence. 

This is typical of retail trades. In drygoods, for 
instance, there are 11,318 stores rated at less than 
$1,000, and only 18,713 that are rated at $1,000 and 
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over. As a capital of $5,000 or over is essential to 
real success in drygoods, it can be seen how much 
on a narrow ledge this line of trade is operating. 

The cost of doing business in retail stores is esti- 
mated at about SO per cent., but it is increasing all the 
time due to the demands of consumers in special 
service- 
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OF PRODUCT 



Year 


Number of Producers 


No. of Distributors 


No. of Producers to 
Each Distributor 


1870 
1880 
1890 
1900 


1,428 

1,515 

1,196 

984 


200 
246 
281 
268 


7. 

6.15 
4.25 
8.66 



PEBCBNTAGB OF INCBEA8E AND DECBEAflE IN THE EFFICIENCT OF PBO- 
DUCnON AND DIBTBIBUnON 1870-1900 



Yean 


Production 


Distribution 


Yeai 

1870 
1880 
1890 
1910 


Percent- 
•geEntIre 
Popula- 
tion Bn- 


No. of 
Entire 
Popu- 
lation 
to each 
Distr. 


1870-1880 
1880-1890 
1890-1900 
1900-1910 


Decrease of 5.7% 
Increase of 26.6% 
Increase of 21.5% 
Increase of 45 % 


Decrease of 28.0% 
Decrease of 12.5% 
Increase of 4 . 6% 
Decrease of 84 % 


8.2% 
8.7% 
5.4% 


81. 
26.8 
18.8 
16. 
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There are undoubtedly many ways in which the 
industries of this country (from the manufacturing 

standpoint) can be still further improved in 
Improve- cflBciency by concentration upon some of the 
p"^Sl« ^^w^r problems equal to the concentration 

which has in the past been given to the 
more tangible items. Unnecessary financing, cre- 
ation of debts, and capital charges which have not 
been justified, consolidations which are so unwieldy 
as to lose in human effectiveness what is gained in 
mechanical eflSciency, etc., have undoubtedly been 
detrimental to securing the highest possible value out 
of each dollar spent in manufacturing. 

Nevertheless, it is equally true that further prog- 
ress in increasing the efficiency of manufacturing is 
boimd to be somewhat slow, and that the future 
progress in reducing the burden which is placed upon 
the actual cost of an article by the service of pro- 
ducing, manufacturing, and merchandizing must be 
accomplished largely through a reduction of the costs 
of merchandizing, including the costs of distribution, 
a reduction which can only occur as marketing be- 
comes an organized science and by its increase in 
organization lends itself to such improvements. 

DISTRIBUTING EFFICIENCY 

It is one of the features of the obvious fact — ^that 
the nearer we are to a proposition the less we in- 
vestigate it — that the portion of merchandizing busi- 
ness which is least organized, which adds the largest 
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burden of expense to the consumer, and which rep- 
resents the least in individual human efficiency of 
jig^f,^^^ the worker, is the business of retailing the 
Least goods to the Consuming public. But the 
fi^Hi^ same proposition is true, though not to the 
^fB^rSfln ®^^^ extent, of all items which enter into 
Added to the cost of marketing and distributing; 
^ that is, into the cost of getting goods from 
the manufacturer to the consumer. 

It is a significant fact that it takes more men to 
distribute and market $1,000 worth of goods to-day 
wx-.-!^ _ than it did twenty years ago, consider- 
tion Lees ably more, and this is true not only of the 
Efficient ^jjQi^alej. and retailer but of the market- 
ing or selling department of the manufacturers' 
organization. These facts, of course, have been 
noticed in many countries and steps taken with the 
idea of providing some kind of remedy. 

The mail-order house, doing business by catalogue 

direct to the consumer, is attempting to shorten the 

lines of distribution in order to eliminate 

iommi' ^^^ increasing cost and decreasing effi- 

nauUnr cieucy. The department store, with its 

neceeeary •« # i_ • •. 

Coeu enormous capacity for buymg, its many 
departments under one roof, and its large 
organization, is another attempt. The chain store 
is still another way, and the co5perative store, 
which has proved so successful in European coun- 
tries, and which has started in a small way in 
some of the New England States of this country. 
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is another attempt to improve the situation in this 
regard. 

Nevertheless, the individual efficiency of these 
methods is not relatively greater than the ordinary 
methods of merchandizing and distributing. What 
advantage they have secured has been secured 
largely because one or other step in the process of 
distribution has been eliminated so that the retailer 
has secured to himself in these cases the advantage 
of the wholesaler (or so that he finally has secured 
the advantage of the manufacturer and wholesaler) ; 
and even with all these attempts the cost of market- 
ing is still increasing. 

The mail-order house, which has grown to such 

large proportions in the last thirty years, has done 

. so largely by taking advantage of the new 

and force of advertising, which, on account of the 
^M^k^ general education of the people to reading 
and writing, is able to take over a large 
portion of the work of marketing at an infinitesi- 
mal fraction of the cost required for a personal 
selling organization. Inasmuch as the cost of reach- 
ing one person by advertising is generally from one-* 
one hundreth to one-three hundreth part of the cost 
of reaching the same person by solicitor, the effect 
produced by giving some or all of the work of selling 
to the advertising organization can be readily appre- 
ciated. The cooperative movement does not in any 
way increase the efficiency of merchandizing or 
manufacturing, nor does it reduce the cost, it merely 
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aims to turn the profit of such merchandizing over 
to the consumer by making him a stockholder in 
the organization. 

The codperative store which has had its best ex- 
emplification in Europe does not sell articles at a 
smaller price than any other store. Neither does 
it aim to pay any different wages nor to conduct busi- 
ness along different lines. It is in fact admitted that 
the cooperative store in general is not nearly so 
efficient as other stores of the kind. Its advantage 
lies in the fact that it divides its profits horizontally, 
half of which go to the stockholders in the form of 
dividends and half of which go to the consumers in 
the form of rebates upon the amounts of their pur- 
chase. None of these present items which affect the 
marketing cost have done anything more than dis- 
turb the old channels of distribution, so that at the 
present day there is no well-organized method of 
turning goods from the manufacturer to the con- 
sumer, and the perplexity of the marketing man has 
increased rather than decreased because of the con- 
fusion. 

Furthermore, it is not yet clear that this confusion 
has decreased to any extent the cost of marketing in 
general, although it has decreased the price for goods 
in particular instances. 

There is a very fimdamental reason why the mar- 
keting efficiency is decreasing rather than increasing 
while the number of men required to sell a $1,000 
worth of goods is larger than it was, and why the 
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present efforts to improve this situation have been to 
a large extent futile. 

Of all the divisions of commerce which depend 

upon the skiU of the human element, marketing is 

Marketing effected to an extent absolutely impossible in 

Depends any of the other divisions. Each step in the 

Human process of marketing goods, from the manu- 

^^'"*^*^ f acturer's factory to the consumer's use, is 
a matter almost entirely of human-nature study, of 
the psychological effect, and of the laws of crowds. 

Although marketing depends almost entirely upon 
the efficiency of the human element, this item has not 
even been studied in such a way as to organize it to 
any degree. So Uttle has it been studied that there 
is practically no bibliography on the subject as it 
relates to conmiercial affairs, the only writings upon 
it being the writings of psychologists who have been 
mterested by the advertising fraternity in the con- 
sideration of advertising problems. 

We have not distinguished between the position 
of the marketing employee and the position of the 
manufacturing employee, although in the case of the 
latter we have transferred so much of the skill to the 
machine that the individual human element is not 
of the same absolute importance, while in the mar- 
keting end practically none of the skill has been 
transferred from the individual employee to the 
ownership of the corporation. 

The merchandizmg or marketing manager, the 
marketing head of the manufacturing establishment. 
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with his corp of salesmen and others engaged, the 
wholesaler and his staff, the retailer and his staff, 
are all particularly sensitive to public influences, and, 
in fact, we depend upon that sensitiveness for the 
success of their work. Yet we have not studied or 
attempted to study the laws which govern human 
actions either individually or in the mass, we have 
not attempted to determine anything of individual 
differences. 

We know little or nothing of the actions of the 
public in respect of our products, consequently, we 
are attempting (without any adequate training — 
whatever training we are attempting to give being 
based upon an insufficient knowledge) in this age of 
specialization to develop and maintain an enormous 
army of workers whose chief feature of success 
means a general knowledge of human nature, a gen* 
eral knowledge of most of the things which enter into 
the average life of the people whose opinion they 
must influence. These workers are expected to be 
able to pursue that most difficult of operations, the 
changing of opinion of the individual or the public. 

The knowledge we expect of the worker in the 

marketing end of the business is consequently the 

Marketing i^^ost difficult, the most intangible, and the 

Worker least Organized of all information which 
More we possess. Were it not for the fact that 

Traimng qq ^^^ cent, of these workers are supplying 

needs which have already been established, where 
the public is already persuaded and needs only to 
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be caught at the moment of its requirement, the 
marketing end of the business would be in an almost 
impossible state. 

The National Association of Corporation Schools 
and other educational bodies as well as a number of 
individual concerns have developed schools for sales- 
men in which the salesman is trained generally in 
respect of the fundamental things governing his 
work and particularly in regard to the policy, the 
products, and the character of the marketing under- 
taken by the particular concern. In some of these 
concerns such schools have extended until they rep- 
resent correspondence as well as lecture courses, 
and in some concerns they have been extended into 
the other fields as well as the marketing. There is 
little doubt, however, that in the marketing end of 
business they are more important because of the lack 
of standardized information in this end of business. 

As it is, there can be little wonder in this age 
of specialization, when most of the departments 

MarkeU ^ ^^ ^^ Organized and can draw upon 
UntaUy the accumtdatcd knowledge of the hiunan 
*'^"^*"race for foundations, that it is more and 
more difficult to dispose of the products of man- 
ufacturing except at a much increased cost. The 
effect of manufacturing inefficiencies, including 
tariff inequalities, etc., and all the other things of 
private and government control which can be 
charged as an additional burden, represent only a 
fraction of the cost of marketing. This is because 
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marketing has never been anything but a hit-or-miss 
proposition, the fundamentals of this division of 
commerce being acquired by each individual worker 
by the slow and painfid method of experience, and 
practically no important knowledge has been gained 
in actual marketing, because it has not been accumu- 
lated, organized, and recorded. 

Transportation companies interested in the in- 
crease in the carrying trade, engineers, scientists, 
and others have given the marketing man the benefit 
of all the information which they could develop. 
Students of trade and transportation, economics, 
races, etc., have been careful to organize the informa- 
tion secured, but the marketing man has for the most 
part been willing to get the goods from the manu- 
facturer to the consumer as his personal experience 
determined, and he has been willing to repeat this 
costly process of acquiring information with every 
one of his workers. Is it any wonder that the sum 
total of this experience has been expressed in a rapid 
decrease in the efficiency of the marketing end? 

It is true that of late years some developments 
have been made in the readjustment of distribution 
requirements and the consequent reduction of dis- 
tribution and merchandizing cost. The extract in 
''Advertising as a Business Force" taken from Sys- 
tem of September, 1912, in an article in respect of this 
matter, is sufficient to show that some developments 
of an intensive character have been made along these 
lines: 
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Restandardization in distribution — ^in selling and 
buying, in the passage of merchandise from manu- 
facturer to retailer, from retailer to consumer — ^has 
begun. With it has come, too, decided reductions 
in selling costs and a proportionate lowering of the 
price paid for his purchases by the consumer. 

It has been my privilege to follow closely and in- 
timately the development of the selling plans of six 
manufacturers engaged in distinct lines of business 
and each among the largest and most successful of 
his kind. Together these six establishments present 
in fairly complete fashion the vital phases of what I 
have called the restandardization of merchandizing. 

No one of them, however, has applied its principles 
to every department of his distribution program. 
For the purposes of this article, therefore, the in- 
dividual features which these six concerns have de- 
veloped most fully have been assembled and dove- 
tailed into a composite whole. And because this 
composite plan can be applied to almost any mer- 
chandising business it will be set forth here as a 
complete unit. The details have been tried out 
and proved by manufacturers of men's clothing, wom- 
en's apparel, hardware specialties, toilet and drug 
preparations, and foodstuffs who have buUt up tre- 
mendous and profitable businesses by these methods. 

Four of these six manufacturers formerly con- 
ducted their marketing in the conventional way. 
There has, therefore, been ample opportunity to 
contrast methods, to gather evidence, and to deduce 
conclusions. The other two firms are of recent 
origin, but their adoption of the new methods from 
the beginning has enabled them to make records of 
consistent advances unusual in the case of newcomers 
in their fields. 
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All of these manufacturers distribute through 
retailers. The retailer, therefore, is the most im- 
portant cog in the machinery of their distribution. 
He is recognized as such and is as closely studied 
and analyzed as the processes of manufacturing 
themselves. The dealer is acknowledged to be a 
principal in the marketing of the product, and the 
alliance with him is a real partnership. 

These manufacturers approach the retailer di- 
rectly through three mediums: the salesman, the 
letter, and the trade journal. Since each of these has 
its distinct field and function in selling they are used 
together. The salesman, letter, and trade journal, 
employed at the proper time and in the proper way, 
will gain the attention of the most indifferent dealer. 

The letter precedes the salesman. All of the pre- 
liminary work, the introduction of the manufacturer 
to the retailer, is accomplished through the mail. 
Ordinarily, unless the salesman can conveniently 
and inexpensively make new towns, he is not per- 
mitted to waste time and money in visiting prospects. 
Until the letter establishes the dealer's confidence, 
the salesman avoids him. 

A BAIANCED SELLING PLAN 

What a properly balanced selling plan means to a 
business can be seen after study and analysis of the 
experience of these manufacturers. Follow-up let- 
ters can be made to eliminate much of the uncer- 
tainty involved in seeking new accounts. They 
lessen selling expense. They are the only practicable 
means of getting a huge voliune of small orders on 
which the profit is larger than the average. The 
trade journal is used as a co-worker with the letter. 
This space is bought and used for a definite purpose 
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and must fulfil that purpose. The copy is changed in 
every issue and is keyed by offers of booklets on some 
appropriate retail merchandising subject like selling 
plans, special feature sales, and so on. Each paper 
must produce inquiries to justify the investment. 

AU of these manufacturers are radical in their 
attitude toward their two possible markets — the 
large city and the small town. The cities are seem- 
ingly neglected; all their energy and effort are con- 
centrated on the small towns. Every town, village, 
and hamlet where there is one or more stores is 
"on the sales map." The so-called "little fellows," 
frequently ignored on the ground that their buying 
power is too small, cater to at least 40,000,000 people. 

Here are some statistics which have influenced 
these manufacturers to consider the small town as 
their most important market. According to the 
last census there are only 2,405 cities in the United 
States which have populations of 2,500 or more. 
Including the other centres which have a million 
or more people within their borders, the total 
urban population is only 42,628,383. In the terri- 
tory classified as rural, on the other hand, there 
are 49,348,883 persons. Of these 8,119,528 live in 
11,784 incorporated towns of less than 2,500 popu* 
lation, but the majority of the remaining 41,229,355 
buy tile btdk of their necessities in these smaller 
towns. 

THE SMALL MARKET IS THE SHORT CUT 

To begin with the small towns where an equal 
volume of business and greater profits can be secured, 
and work from this field to the city trade, is the 
quicker, easier, safer journey for the young manu- 
facturing house to make. For the concern already 
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established in the larger trade centres the neglected 
"provinces" offers an attractive field. To work it 
effectively, however, it must be treated seriously 
and not as a mere adjunct to the city territory. 

Consumers in smaller cities and towns buy quality 
goods — ^all sorts of luxuries and conveniences for 
their homes, delicacies for their tables, devices 
that minister to their amusement. Cheap buying is 
not characteristic, as is commonly assumed. Per 
capita they buy much larger quantities of staple 
commodities like flour, foodstuffs in general, stoves, 
refrigerators, and so on. A large percentage of 
city folk live in apartments which are rented ready 
for occupancy, painted, decorated, and even partly 
furnished. A goodly proportion of them eat in 
restaurants where they cannot specify the salt, flour, 
sugar, canned goods, and other foods which they con- 
sume, and where silver, china, and tableware are not 
greatly considered. 

Results which the six manufacturers are showing 

{>rove that sales are increased in volume, profits are 
arger, and idl conditions are better if but one dealer 
is sold in each locality. With the exception of 
one house of the six figuring in this article, selling 
through exclusive dealers is the fixed rule. The one 
exception is a manufacturer of toilet preparations, 
whicn are purchased in such limited quantities by 
each drug store that sales through all stores are 
necessary. 

CoLLATEJEiAL Texts: "Advertising as a Business 
Force," Paul T. Cherington, 1880-90, 1900-10 Census 
Reports; "The Romance of the Reaper," Herbert 
N. Casson; "Evolution of Modem Capitalism," 
John A. Hobson. 



CHAPTER VI 

Competition 

Historical — Competition under hand-labor conditions — 
Absence of definite values — ^Little or no competition 
between different areas — ^Individuality of handmade 
articles and its effect — ^Lack of international trade — 
Present conditions — Changes due to introduction of 
steam — Manufacturers now compete in all markets — 
Present production and standard values — ^Ekx>nomics 
of competition — ^Fundamental changes in the house- 
hold — Segregation of production and its effect — 
Effect of comi>etition on economic status of people — 
Increased cost of competition — ^Price cutting---Co- 
operative and combination considerations — Psycho- 
logical aspects of competition — ^Importance of human- 
nature items in marketing costs — ^Absence of competi- 
tive values on worker's service — ^Attitude of employee 
to business — Importance of competition in marReting 
analysis — ^Territorial and general competition and its 
effect upon marketing possibilities — ^Advertising com- 
petition and the peculiar condition of such competition 
— ^How the history of competition can be used to illu- 
minate the market. 

HISTORY 

IN THE days preceding the discovery of steam, 
very few of the products required for the indi- 
vidual or household were distributed over large 
areas of the world's surf ace» in most cases the district 
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within easy communication manufacturing its own 
material for its own use. 

It is true that the segregation of workers engaged 

in the spinning, weaving, and dyeing of cloth in 

^^^ certain portions of Great Britain and the 

titm Netherlands had given the cloth of these 
^^^y^ districts a wide distribution, even carrying 

Snuiu it as far as the continent of America and the 
East. But this could hardly be considered 
as one of the necessities, inasmuch as the cloth which 
was distributed in this wide way was used by the up- 
per, middle, and wealthy classes, the cloth worn by the 
workers and farmers being largely homespun. Cer- 
tain it is that all the food products were grown 
within a few miles of their furthermost distribution. 
Leather was made for each district from the animals 
that were slaughtered there. The same thing is true 
of furniture and of all the ordinary requirements of 
the household. 

For the finer goods, and those things which lux- 
ury demanded should be gathered from all quarters 
of the globe and sent to all quarters of the globe, the 
merchant traveled to the different producing centres, 
gathered them from the individual artisan or the 
small groups of artisans who formed a shop, carried 
them to the large marts and distributed them to other 
merchants or sold them to storekeepers. 

There were no definite values established for any 
product, each individual producer placing his own 
value upon his own individual product, and each in- 
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dividual buyer placing his own value upon the goods 

he bought. The housewife buying from the farmer 

in the market the necessary food products 

of Any for her household bargained with the indi- 

^^u« vidua! farmer for each individual item. 

The merchant who bought the cloth, the 
fumitiure, the metal ware, or the pottery from the 
artisans, bargained with them for each individual 
piece or for each individual sale. 

There were no prices established and no definite 
values were expected by the buyer. 
Competition under these circumstances was obvi- 
ously an entirely different consideration 
CompeH' from the factors we group under that name 
iionPnee to-day. There could be no competition 
qf Look of upon prices because there was no price, the 
VdtL value being a matter of individual bar- 
* gaining between the individual buyer and 
seller in each case. 

Furthermore, there could be little or no compe- 
tition between different districts for the same market, 
j^^^ ^ because the methods of communication were 
no Com- so slow and uncertain that the market for 
]Saw^ ^^7 ^^^ producing area was practically con- 
Dijfereni fined to its own distributing area. 

Taussig refers to this in his book, "Prin- 
ciples of Economics," as follows: 



For some centiuries preceding the industrial revo- 
lution of the eighteenth century, the typical form of 
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exchange was that between the small city or town 
and the agricultural region immediately surroimding 
it. This was the period of the simpler form of the 
division of labor, of the familiar handicraft; the pe- 
riod of the tool, preceding the modem period of the 
machine. The city of early modem times was the 
centre of an industrial community which was in the 
main self-contained. Within the city the burghers 
carried on their arts and crafts. To it the surround- 
ing rural population brought food and materials, 
and in it they made their purchases. The city 
craftsmen were united in the guilds which were so 
conspicuous a feature of the economic organization 
of that period. Each craft was open only to the 
members of a guild, who trained apprentices and em- 
ployed journey men, and transmitted from gener- 
ation to generation the knowledge of its trade. 

A map of England and of the greater part of 
western Eiu-ope from say 1S50 to 1800 is dotted with 
a large number of cities of moderate size, each the 
centre of a more or less isolated economic area. There 
was indeed some exchange of special commodities 
between different countries and between the differ- 
ent economic areas within a country; but the main 
exchanges were between the city and the siuround- 
ing agricultural district, and the characteristic stage 
of the mechanical arts was that of the division of 
labor between the mechanical crafts organized in the 
medieval guilds. 

This meant that competition was nat\u*ally re- 
stricted so that it could operate only within a very 
small area and only in respect of one or two factors 
for any given commodity. All manufactured articles 
being produced by hand possessed to a considerable 
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extent the individuality arising from the inaccuracies 
and individual differences in hand labor. 

Each individual artisan, or group of arti- 

ArUdes ^^'^^ forming a unit, made the furniture with 

h^^^ an individual touch, with a special design, 

D^erences with something different, and these items 

i^«toi varied from piece to piece. The same was 

Valuea true of pottery, of metal ware, and of all 

tequendy thosc itcms that made up the bulk of the 

^^*Sn**" °^*^^*^*^"*^ articles of that day. 

Furthermore, the housewife bought not 
merely eggs and meat and material of that kindt 
but she bought some of the product of Jones, or 
Robinson, or Smith, and her buying was in- 
5^^^]J^ fluenced by the known individuality of 
toReHriet the produccr. Even where groups of in- 
*S^f^ dividuals together formed one distributing 
or producing unit, their sphere of action was 
circumscribed sufficiently to make the individuality 
count, and to preclude any large amount of competi- 
tion except under very restricted conditions. 
Restf^iofu It is customary for us to talk about re- 
*^£^^ strictingcompetition as though it were some- 
Days qf thing ucw. As a matter of fact the natural 
K restrictions placed upon competition by 
^*^^ the lack of any certain and speedy method 
Present of Communication, by the diversity of work 
^^HoM^ undertaken in the household, by the absence 
of any definite standard of value, by the 
individuality of hand labor or the individual bargain* 
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ing, were stronger restrictions than anything we have 
sineeconsidered either ina legislative or abusinessway. 

While the market or the trade is less and less de- 
termined or confined by national or other political 
boundaries in modem times, and nationalism is 
therefore a factor of diminishing importance in the 
modem science of economics, the paramount dom- 
ination of politics over large commerce in the last 
century, acting in cooperation with other racial 
and national forces, obliges any just analysis of 
eighteenth century industry to give clear and early 
emphasis to the slight character of the commercial 
interdependency among nations. The degree of im- 
portance which statesmen and economists attached to 
this foreign commerce as compared with home trade, 
and the large part it played in the discussion and 
determination of public conduct, have given it a prom- 
inence in written history far beyond its real vidue. 

It is true that through the Middle Ages a succes- 
sion of European nations rose to eminence by the 
development of navigation and international trade, 
Italy, Portugal, Spain, France, Holland, and Eng- 
land; but neither in size nor character was this 
trade of the first importance. Even in the case of 
those nations where it was most developed it formed 
a very small proportion of the total industry of the 
country, and it was chiefiy confined to spices, bullion, 
ornamental clothes, and otherobjectsof art and luxury. 

It is important to recognize that in the first hidf 
of the eighteenth century international trade still 
largely partook of this character. Not only did it 
bear a far smaller proportion to the total industry 
of the several countries than does foreign trade to- 
day, but it was still engaged to a comparatively 
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small extent with the transport of necessaries or 
prime conveniences of life. Each nation, as regards 
the more important constituents of its consumption, 
its staple foods, articles of clothing, household 
furniture, and the chief implements of industry, was 
almost self-sufficing, producing little it did not con- 
sume, consuming little it did not produce.* 

PRESENT CONDITIONS 

In this respect as in other respects the introduc- 
tion of steam fundamentally changed the 
JUgtfial whole situation. 

^^« In the first place, the introduction of 

Introdwy stcam made it possible to develop machin- 

^TO ^^ which turned out thousands of articles 

in the time formerly required to turn out 

one or two. The productive capacity of the woolen 

district of England has within the space of one cen« 

. tury increased several thousand times, each 

tfi increase in capacity demanding an increase 

qfffMnL ^ *^^ *^^* ^' distribution. 

u^Pro- Not only that, but in the same space of 
Unit time enormous cloth-producing areas have 

^Area'^ been established in Germany, in France, and 

DiHribw in the United States and other countries, 
all turning out unheard-of quantities of doth 
and all requiring distribution over practically the 
whole world in order to maintain their required market. 
As an illustration of the development, it may be stated 
that the value of manufactured goods in the United 

*FEom " The Evolution of Modem CapitaUam," by John A. Hobaon. 
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States in 1849 was $937,000,000, and in 1913 it was 

$25,374,571, 000, agrowth of several thousand i>er cent. 

In the days of hand production the producers 

of cloth sold their product to merchants who were 

obliged to gather the production of a number 

u^^Naw of producing units in order to have suffi- 

^^Jjf^ cient material to supply their customers. 

Other The manufacturer of cloth to-day is ful- 

foJurers ^Uing uot merely the demands of merchants 

in all who have contracted for the same, but he 

Indimdual is producing a quantity which necessarily 

^^ obUges him to compete with his brother 

manufacturer from the same district, not 

only for the individual business of certain merchants, 

but for the general business of all markets. Further, 

he is not only competing with brother manufacturers 

from the same district, but he is competing to all 

intents and purposes with the manufacturers from 

the producing districts of other countries. 

In the old days besides the limit of competition 
imposed by the limit of producing and distributing 
area, there was an individuality in the cloth 
Uu cf produced by the mdividual worker express- 
ly ing itself in peculiarity of design, in the 
LaHin character of dyeing, the closeness of the 
Hantf*^ weave, etc., so that some measure of diflfer- 
^^him ence was established by this individuality. 
One of the necessities of machine produc- 
tion, and one of its enormous advantages, is the repe- 
tition of one design, style, method, and manufacture 
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with the absence of inaccuracies. Where variations 
of value arose from the variation in workmanship, 
design, or character induced by the individuality up- 
on hand work, there are now no such variations in 
value, thousands upon thousands of pieces being made 
from the same design, the same pattern, woven in ex- 
actly the same manner. 

As a consequence of this condition the absence of 
value which was always to be observed in connection 
with the marketing of hand work has changed to the 
establishment of a definite money value for the unit 
of manufactured goods. 

Where there were no definite and established val- 
ues, the value of each individual piece being a matter 
of bargain between the buyer and seller, 
meruof there could be no competition upon price. 
^^Ty^ The enormous investment required, how- 
Necetsi- ever, for machine production, the fact that 
Chaf^ an important cost of business lies in the 
in Can- amount of money invested in the equipment, 
the necessity for establishing definite stand- 
ards of labor in order to deal with it in the mass, made 
it necessary to proportion the cost of manufacturing 
Com'petir to the individual unit manufactured, and 
*^iiher ^ because of this establishment of a definite 

Takes oost, establish a definite price for sale. 
Add$ to a Competition, therefore, upon price to-day 
^^^^^ means a definite loss from a valued selling 
EitMUhed price or a definite gain upon such a valued 
selling price. 
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Furthermore, the enormous quantity involved in 

such competition and the fact that the distributing 

Change in "^* ^ limited only by the extent of the 

Pnee globe, make it possible for competition to 

thsWhole aflfect the buying cap)acity of an enormous 

Jn^j. number of people, where such affect was 

4fffcud absolutely impossible under the old system 

SnutU ^^ hand labor. 

PottitM 

Prmotu y Modem machinery has in almost all cases 
raised the size of the market. The space-area of com- 
petition has been immensely widened, especially for 
the more durable classes of goods. It is machinery of 
transport — the transport of goods and news — ^tiat 
is chiefly responsible for this expansion. Cheaper, 
quicker, safer, and more calculable journeys have 
shrunk space for competing piuposes. Improved 
means of rapid and reliable iidFormation about meth- 
ods of production, markets, changes in price and 
trade have practically annihilated the element of 
distance. 

Machinery of manufacturers as well as of trans- 
port has a levelling tendency which makes directly 
for expansion of the area of competition. As the 
spread of knowledge places each part of the indus- 
trial world more closely en rapport with the rest, 
the newest and best methods of manufacture are 
more rapidly and effectively adopted. Thus in 
all production where less and less depends on the 
skill of the workers, and more and more upon the 
character of the machinery, every change which 
gives more prominence to the latter tends to equalize 
the cost of production in different countries, and thus 
facilitates effective competition. 
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Modem methods of production have also brought 
about a great expansion in the time-area of the 
market. Competition covers a wider range of time 
as well as of space. Production is no longer di- 
rected by the quantity and quality of present needs 
alone, but is more and more dependent upon calcula- 
tion of future consumption. A larger proportion 
of the brain power of the business man is devoted 
to forecasting future conditions of the market, and 
a larger proportion of the mechanical and human 
labor to providing future goods to meet calculated 
demands. This expansion of the time-market, or 
growth of speculative production, is partly cause, 
partly effect of the improved mechanical appliances 
in manufacture and in transport. The multiplica- 
tion of productive power under the new machinery 
has in many branches of industry far outstripped the 
requirements of present known consumption at 
remunerative prices, while increased knowledge of 
the widening market has given a basis of calculation 
which leads manufacturers to utilize their spare 
productive power in providing against future wants. 
So long as industry was limited by the labor of the 
human body, assisted but slightly by natural forces 
and working with simple tools, the output of pro- 
ductive energy could seldom outstrip the present de- 
mand for consumable goods. 

But machinery has changed all this. Modem 
industrial nations are able to produce consumables 
far faster than those who have the power to consume 
them are willing to exercise it. Hence there is an 
ever-increasing margin of productive power redun- 
dant so far as the production of present consumptive 
goods is concerned. This excess of productive power 
is saved. It can only be saved by being stored up 
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in some material fonns which are required, not for 
direct consumption, but for assisting to increase the 
rate at which consumables may be produced in the 
future. In order to make a place for these new 
forms of saving it is necessary to interpose a con- 
stantly increasing number of mechanical processes 
between the earliest extractive process which re- 
moves the raw material from the earth and the final 
or retailing process which places it in the consumer's 
hands. New machinery, more elaborate and costly, 
is applied; special workshops, with machines to make 
this machinery — other machinery to make these 
machines; there is an expansion of the mechanism 
of credit, the system of agents and representatives 
is expanded, new modes of advertising are adopted. 
Thus an ever-widening field of investment is pro- 
vided for the spare energy of machine production. 
The change is conunonly described by saying that 
-production is more *^ Roundabout.'' A larger num- 
ber of steps are inserted in the ladder of production. 
This increased complexity in the mechanism of pro- 
duction is not, however, the central point of impor- 
tance. We must realize that the change is one 
which is essentially an increase in the ^'speculative" 
character of commerce. The "roundabout" method 
of production signifies a continual increase in the 
proportion of productive forces devoted to making 
"future goods" as compared with those devoted to 
making "present goods." Now future goods, plant, 
machinery, raw material of commodities, are essen- 
tially "contingent goods"; their worth or waste 
depends largely upon conditions yet unborn; their 
social utility and the value based upon it depend en- 
tirely upon the future powers and desires of those 
unknown persons who are expected to purchase and 
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consume the commodities which shall come into 
existence as results of the existence and activity of 
these future goods. 

The actual time which elapses between the ex- 
tractive stage and the final retail stage of a com- 
modity may not be greater and is in many cases far 
less under the new methods of industry. The raw 
cotton of South Carolina gets on the wearer's back 
more quickly than it did a century and a half ago. 
But when we add in the time-elements involved 
in the provision of the various forms of intricate plant 
and machinery whose utility entirely consists in for- 
warding these cotton goods, and whose existence in the 
industrial mechanism depends upon them, we shall per- 
ceive that the "roundabout" method signifies a great 
extension of speculativeor time-element in the market. 

The growing interdependency of trades and mar- 
kets, the ever-closer sjrmpathy which exists between 
them, the increased rapidity with which a movement 
affecting one communicates itself to others, is an- 
other striking chari^teristic of modem trade. This 
interdependency is in large measures one of growing 
structural attachment between trades and markets 
formerly in faint and distant sympathetic relation- 
ship. Formerly, agriculture was the one important 
foimdational industry, and from the feebleness of the 
transport system the vital connections and the imity 
it supplied was local rather than national or inter- 
national. Now the agricultural industries no longer 
occupy this position of prominence. The coal and 
iron industries engaged in furnishing the raw ma- 
terial of machinery and steam-motor, the machine 
manufacture, and the transport services, are the 
common feeders and regulators of all industries, 
including that of agriculture. They form a system 
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corresponding to the alimentary system of the human 
body, any quickening or slackening of whose func- 
tional activities is directly and speedily communi- 
cated to the several parts. Any disturbance of 
price, of efficiency, or regularity of production in 
these foundational industries is reflected at once and 
automatically in the several industries which are 
engaged in the production and distribution of the 
several commodities. The mining and metal in- 
dustries, shipbuilding, and the railway services are 
recognized more and more as furnishing the true 
measure and test of modern trade; their labor enters 
in ever-larger proportion into the production of all 
the consumptive goods. 

Besides the general integration or unification of 
industry implied by the common dependency of the 
specific trades upon these great industries, there are 
other forces engaged in integrating groups of trades. 
Foremost is the "roundabout" method of production, 
to which our attention has been already directed. 
Not merely does this capitalist system bring a num- 
ber of trades and processes under the business, but it 
establishes close identity of trade-life and interests 
among businesses, trades, and markets which re- 
main distinct so far as ownership and management 
are concerned.* 

ECONOMICS OF COMPETITION 

Under the old hand-labor regime where the com- 
petition between units could be effective only in 
small areas, where the means of communication 
were hazardous and imcertain, where only a very 
small percentage of consumption was represented in 

* From the " Evolution ol Modem Capitaliflm/' by Hol>8on« 
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the buying of manufactured goods widely distributed, 
the economic effect of more or less competition be- 
tween units was necessarily insignificant. 

A shortage of production of food products could 

occur in one part of the country and the uncertainty 

of communication make any relief from other 

^^^ quarters almost impossible. The economic 

9^^P^^ effect of the higher price produced by such 

Hand4abor shortage was naturally confined to a com- 

^a^AMmi pa^atively small area. The same thing is 

true of manufactured articles, the absence of 

any given value naturally prevented any general 

variation in price which would materially affect the 

buying power of the consuming public. 

Furthermore, the household still imdertook such a 

variety of work, still made so much of the equipment 

necessary to its existence, that the effect 

^*w^i[ ^^^ competition upon any given commodity 

Undertaken which they Were required to buy was with- 

H^Mid ^^* *"^y lasting economic result. 
Prevenud When these three factors are considered 
Effect together it will be seen that with the re- 
stricted effective distributing area of most 
commodities, with the absence of any given value 
or standard, and with the amount of work still un- 
dertaken by the household in supplying itself, any 
general change in the economic status of a people 
due to a change in competition between producing, 
manufacturing, or distributing units, was impossible. 
Contrast the situation which is described with the 
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present condition and the possibilities of economic 
disturbance due to competitive conditions to-day. 

In the first place, the household now undertakes 

practically no work outside of the maintenance of 

the home as a place to live in. Everything 

Household which is required, including each article 

Divernty for the household or the person, every item 

J;^ of equipment for living, is bought as a 

Formerly manufactured product or one which has 

l^jt passed through the hands of an industry 

specially devoted to its production. 
Changes in the commercial status of any product, 
therefore, are immediately reflected in the buying 
power of the consuming public for that product, and 
every change disturbs to some extent the economic 
condition of the consuming public. 

The use of machinery increasing in capacity and 
size, necessitating larger manufacturing and pro- 
ducing units, has demanded the segregation of certain 
industries in small areas. This in turn has necessi- 
tated the establishment of such industries in wider 
markets, distributing over larger areas, until at the 
present day the manufacturing products of most of 
the countries are competing with each other and 
among themselves in the markets of the whole world. 

As large areas of Asia, South and Central Africa, 
Australia, and South America fall under the control 
of European commercial nations, are opened up by 
steamships, railways, telegraphs, and are made free 
receptacles for the increased quantity of capital 
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which is unable to find a safe remunerative invest- 
ment nearer home, we are brought nearer to a con- 
dition in which the whole surface of the world will 
be disposed for industrial purposes by these same 
forces which have long been confined in their direct 
and potent influence to a small portion of western 
Europe and America. This vast expansion of the 
area of effective competition is beginning to special- 
ize industry on the basis of a confined basis of a 
national or provisional market. So in England^ 
where the early specialization of machinery-industry 
was but slightly affected by outside competition, 
great changes are taking place. Portions of our 
textile and metal industries, which naturally settled 
in districts of Lancashire, Yorkshire, and Stafford- 
shire, while the area of competition was a national 
one, seem likely to pass to India, to Germany, or 
elsewhere, now that a tolerably free competition on 
the basis of world-industry has set in. It is inevi- 
table that with every expansion of the area of com- 
petition under which a locality falls the character of 
its specialization wiU change. A piece of English 
ground which was devoted to com growing when the 
market was a district one centred in the country 
town, becomes the little factory town when competi- 
tion is established on a national basis; it may be<x)me 
the pleasure-groimd of a retired millionaire specidator 
if under the pressure of world competition it has 
been found that the manufacture which now thrives 
there can be carried on more economically in Bombay 
or Nankin, where each unit of labor power can be 
bought at the cheapest rate, or where some slight 
saving in the transport of raw material may be 
effected.* 
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This condition means that any change in the 
economic status of a commodity alBPects not simply 
one small area but a whole country, or sometimes 
even the larger portion of the world's surface. The 
change in the economic condition of the consuming 
public, due to the change in the value of that com- 
modity, is a wide-spread condition. 

This has meant, furthermore, that where manu- 
facturing and producing units under the hand-labor 
regime were confined by the natural re- 
^^^ strictions in competition and distribution to 
hoeen very small areas they are now competing 
UiHngmid ^^ ^^^ Other directly in the individual and 
Producing the total busincss at all points. 

Much The segregation of manufacturing and 

^iSf^P'^^^e in small districts, and its develop- 

Over ment into large individual imits has neces- 

Area sitated the establishment of certain definite 

values for all commodities, so that markets 

below such values represent a loss or a dangerous 

lessening of profit, and markets above such values 

represent unusual gain. 

This means that the economic condition 
Economic of manufactiu-ing and producing units of 
B^in^i *^y given industry is naturally affected by 
Through any changes in the values of such products, 
tunu^^ and that this in turn, due to the close 
^U^tT inter-relation in all markets, will affect 
other units until the condition is wide- 
spread over the general surface of business. 
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These factors mean that the enormous possibH- 
ities of production and manuf acture, due to the in- 
troduction and development of steam power 

^^f and electricity, have increased the cost of 
^^^tiSf^ competition enormously, while they have 
decreased the cost of production and manu- 
factiuring. 

To-day the manufacturing units of any given in- 
dustry from all quarters are competing with each other 
in all the markets of the world. Each individual 
sale produces a cost due to competition which must 
be directly borne by the whole consuming public; 
each fluctuation in price can be felt from one end 
of the world to the other. When prices are affected 
in this country we are frequently astonished to 
find they are affected in England in much the 
same way. As a matter of fact, how could it be 
otherwise? 

It was not until many years after the new condi- 
tions began to affect the manufacturing and pro- 
ducing fields, and consequently the marketing, that 
the business man had an opportunity to observe 
the change in the factors and consequently the 
change in their effect upon him. For the first forty 
or fifty years after the use of steam for manuf actiu*- 
ing, the marketing was still done upon the basis of 
individual bargaining, except that the bargaining 
was done for larger units. 

The rapid growth of manufacturing possibilities 
put the manufacturer in the position of producing 
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more than the market had been accustomed to using, 

and in the competition produced by this condition 

. of affairs prices were cut without regard to 

Cia the cost of manufacture and market. 

^^J^ In the endeavor to acquire control of a 

for Cost certain portion of the market, in the en- 

deavor to keep the manufacturing imits 

to full capacity, and in the hope that control once 

established, prices could be readjusted, competitive 

wars were instituted which resulted in a high 

ti^W^s morality among manufacturers andrecurrent 

and the times of trouble. 

xlmllSes It was all very well to cut prices on an 
individual piece or two, but to cut prices 
when competition was fighting over a whole con- 
tinent was a different matter; and this situation 
was intensified by the increasing ease of communi- 
cation which made a lowering of value in one place 
frequently equivalent to a general lowering of value, 
because the state of the market at one point was 
quickly communicated with the other points of 
interest. 

The cost of this struggle of manufacturing and 
producing imits for control of a market which has 
never been equal (except in food products) to the 
productive capacity, became so expensive, so dis- 
turbing in its economic effect, and so ruinous from a 
business standpoint that it resulted, first, in coop- 
erative action among manufacturers, and then as a 
natural sequence in combinations which could 
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control such markets without the tremendous ex- 
pense involved in the unrestricted competition. 

The increased size and complexity of the busi- 
ness unit in those industries where the concentrative 
force of capitalism has operated cause changes in the 
same market. Where the growth in the normal size 
of the business is attended by a corresponding ex- 
pansion of the market, the total number of competi- 
tors may remain as large as before, and the terms of 
their competition may remain unchanged. But in 
most branches of capitalist industry the market does 
not continue to expand as fast as the size of an effec- 
tive business, so that the number of effective com- 
petitors in a market tends to be smaller. So long as 
the competition among the smaller number of large 
competitors remains as ^^free'' as formerly among a 
larger number of small competitors, no radical alter- 
ation in the structure of the market takes place. All 
the productive economics tend as before to pass into 
the hands of the consumer in reduced prices of com- 
modities. Nay, more than this, a competing firm 
cannot even keep to itself the advantages of some pri- 
vate individual economy if its competitor possesses 
some other private economy of equal importance. 
If A and B are two closely competing firms, A owning 
a special machine capable of earning for him 2 per 
cent, above the normal trade profit, and B possessing 
an equal advantage in a supply of cheaper labor, 
these private advantages are cancelled by competi- 
tion and pass into the pocket of the consuming public 
through reduced prices. 

There is every reason to believe that with a 
diminution in the number of competitors and an 
increase of their size, competition grows keener and 
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keener. Under old business conditions custom held 
considerable sway; the personal element played a 
larger part alike in determining quality of goods and 
good faith; purchasers did not so closely compare 
prices; they were not guided exclusively by figures; 
they did not systematically beat down prices, nor 
did they devote so large a proportion of their time, 
thought, and money to devices for taking away one 
another's customers. From the new business this 
personal element and these customary scruples have 
almost entirely vanished, and as the net advantages 
of large-scale production grow, more and more at- 
tention is devoted to the direct work of competition. 
Hence we find that it is precisely in those trades 
which are most highly organized, provided with the 
most advanced machinery, and composed of the 
largest units of capital, that the fiercest and most 
unscrupulous competition has shown itself. The 
exact part which machinery, with its incalculable 
tendency to overproduction, has played in this com- 
petition remains for later consideration. Here it is 
enough to place in evidence the acknowledged fact 
that the growing scale of the business has intensified 
and not diminished competition. In the great ma- 
chine industries trade fluctuations are most severely 
felt; the smaller businesses are unable to stand before 
the tide of depression and collapse, or are driven in 
self-defence to coalesce. The borrowing of capital, 
the formation of joint-stock enterprise, and every 
form of cooperation in capital has proceeded most 
rapidly in the textile, metal, transport, shipping, 
and machine-making industries, and in those minor 
manufactures, such as brewing and chemicals, 
which require large quantities of expensive plant. 
This joining together of small capitals to make a 



COMPETITION 131 

single large capital, this swallowing up of small by 
large businesses, mean nothing else than the endeavor 
to escape the risks and dangers attending small* 
scale production in the tide of modern industrial 
changes. But since all are moving in the same di- 
rection, no one gains upon the other. Certain 
common economies are shared by the monster com- 
petitors, but more and more energy must be given 
to the work of competition, and the productive 
economies are partly squandered in the friction of 
fierce competition, and partly pass over to the body 
of consumers in lowered prices. Thus the endeavor 
to secure safety and high profits by the economies 
of large-scale production is rendered futile by the 
growing severity of the competitive process. Each 
big firm finds itself competent to undertake more 
business than it already possesses, and underbids 
its neighbors until the cutting of prices has sunk 
the weaker, and driven profits to a bare subsistence 
point for the stronger, competitors.* 

The natural restriction which had been imposed 

upon competition in the hand-labor days by the 

uncertainty of communication, the absence 

Rsgtr^^ions ot valucs, and the limitations in produc- 

^2^^^^ tion having been swept away, it was neces- 

Been sary (if business was to be preserved with- 

Atx^hy ^^^ appalling fluctuations) that some other 

New means should be adopted to restrict the 

Condutona .... i • i i i i 

competition which had proved so rmnous. 
The only means at hand to do this were coopera- 
tion and combination. Cooperation was the first 
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general method adopted, the kind of cooperation 
which would agree to prevent undue fluctuation of 
prices owing to competition, which would 
^'^^'^S*?*^ agree to limit the other items of competition 
Combinoh SO that somc mcasurc of security could be 
*inTheir cnjoycd by the different manufacturing 
^Jjj»^ units. This cooperation naturally resulted 
Rutfictuma in the absorption of the weaker manufactur- 
ing units by the stronger, until the whole 
or the larger part of the industry combined to control 
the market and get away from the tremendous expense 
involved in the competitive situation. 

PSYCHOLOGICS OF COMPETITION 

It frequently happens, particularly in human 
affairs, that the advantages secured from one con- 
sideration or one set of factors are offset to some ex- 
tent by the disadvantages arising out of neglect of 
another set of factors which is as important. 

If the business world had to depend entirely 

upon its machinery for its efficiency, then there could 

be no doubt that co5peration or combina- 

^y^^ tion, without any competition whatsoever, 

CoTuider- woidd be the most efficient method of dis- 

Ruman tributing and marketing goods. Competi- 

^st," ti^^ ^d«' ^'^ t^^ *^*^^^ marketing expense, 
Beuer from two to many times as much as would 
Competition ^ required to actually do the work. 

The trouble is that the success and effi- 
ciency of the business world does not depend entirely 
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upon its machinery, but upon the human factor en- 
gaged in the control and use of such machinery. 

In the marketing end of business the human factor 
is of such importance that this efficiency is more to be 
considered than all the other items in connection 
therewith. The machinery and equipment in con- 
nection with marketmg is of very minor consequence. 

The biggest expenses in marketing lie in the general 

inertia of the buying public and the cost of changing 

the buying habit and the cost of securing a 

hemain market; in other words, in the psychologic 

MarkeHng caJ Condition of the buyer and the seller. 

the Human Efficiencies in this case are not governed by 

^Items^ *^^ economics or by the same factors which 
prove of advantage in connection with the 
machinery. 

In fact, there is no doubt that in this particular 
case the factors are very different, and some things 
which from an economic standpoint apparently are 
inefficient and should be done away with, from a 
psychological standpoint can be proved of actual ad- 
vantage and necessary to progress. 

The continual struggle of mankind, as far as records 
of history take us back, has been a struggle of the 
many against the few. Up to the beginning of the 
nineteenth century struggle has always been against 
governments of various kinds, and the control which 
depends upon force of arms or sentiment, religious 
belief, etc. 

llie rapid change which has occurred in the social 
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and political structure of western civilization^ since 
the middle of the eighteenth century, has made com- 
mercial business the most powerful factor in 
the^* molding the social and political structure 
H!^?f to-day. The combinations which have oc- 
Soeial and curred in the last thirty years in commercial 
^n^e business have instituted another struggle — 
the struggle of the many against the few, due 
to the control of production and manufacturing units. 
The attitude of mankind has always been against 
the control of a few individuals, no matter 
Cofrfitrf €f what the particular reason for such control, 
Undsrir- ^^^ the Same thing is shown in the agitation 
^■^^^ against the trusts and other combinations to- 
PtMic day. Furthermore, this is particularly ex- 
emplified by the discrimination shown as 
between combinations of capital and combinations of 
farmers and laborers for their purposes. 

The combinations of the farmers and the 

Horu wM l&borers are just as monopolistic as the com- 

t^^^^^nt^ binations of capital. They do not, however. 

Even lead to particular control by the few because 

MonopL ^' *^^ democratic character of the bodies, and 

iMe in no amount of logic will convince the average 

Do not man that these bodies need the attention of 

Arua^ government as do the combinations of capi- 

mim o/ tal just mentioned. 

^^^ In a previous chapter it was stated that 
there can be no hope of securing the great- 
est efficiency out of the individual unless he be treated 
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as such. The trouble with combinations of the 

manufacturing and producing units lies in the fact 

^ . . that the individual, upon whom the eflBciency 

Sr^P. of every part of the machinery and equip- 

%^^ ment depends, finds it impossible to express 

dwidual his Capacity as an individual or to secure any 

credit therefor, with the consequence that 

his efficiency is much impaired. 

Progress in the business world depends upon the 
introduction of new thought, new practice, new meth- 
ods of doing business, new equipment for doing it. 

The tendency of any controlling force in industry 
is to become conservative to the point of timidity, 
Cambinor *^ refuse to progress where the control 
turn Be- is sufficient to make it apparently unneces- 
CoTuumfo^ sary ; to actually prevent, wherever possible, 
*p^^ the progress which might be made if such 
R^uing progress threatens to shake it out of its 

to FrogreM ^jg^ condition. 

Finally, where there is a control which extends to 
the greater portion of the manufacturing and pro- 
ducing units and the marketing equipment. 
No Com- jj^Q individual worker finds himself in a po- 
Value on sitiou where there is no opportimity for a 
8en^ competitive valuation of his services. 

The only market is the one where he is 
employed. He feels (whether it be true or not) 
that he must perforce be satisfied with what valu- 
ation they choose to put upon his service; there 
13 no appeal from the decision. As a consequence^ 
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his attitude of mind is not conducive to the cooper- 
ative effort necessary to the greatest efficiency. 
Furthermore, it means that instead of depending 
upon his value to carry him forward, he wiU begin to 
play upon the personality, the sentiment, the feeling 
of those upon whom his advancement depends. In 
other words, politics are introduced into the situation, 
and politics and efficiency have never been able to 
rest easy in the same bed. 

The attitude of mind of the employee of the so- 
called trust or combination to the public is one of 
the glaring causes of inefficiency. Where 
/ £mptoy« the employee is the employee of the con- 
/ p*^. trolling force, he feels it unnecessary to 

continue or adopt that habit of courtesy 
/ and service toward the public which is the only way 
of securing and maintaining the good-will of the con- 
^ stimer. This has been observed so many thousands 
of times that it may be accounted as a necessary 
accompaniment to control in the mind of the average 
person. 

The foregoing items which affect, and affect very 
seriously, the value of any cooperation or combina- 
tion which would do away with competition, are, if 
anything, more serious in their effect upon the mar- 
keting end of business than upon the manufacturing 
end. 

These factors which militate against efficient op- 
eration or combination in the elimination of com- 
petition, and which make competition absolutely 
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necessary for the best progress, are felt more keenly 
in the marketing end of business than in any other. 

In the marketing end few of the employees are 
limited by machinery in the conduct of their work. 
Their work is of such a general character that it 
cannot be controlled as to the detail method which 
they adopt. Furthermore, they are the representa- 
tives by whom the consuming public and the manu- 
facturer are brought together. Any inefficiency, any 
detrimental habit of mind, any attitude which does 
not conduce to the best feeling between consumer 
and manufacturer is of the utmost importance, be- 
cause in the last analysis upon its representatives 
who. do business with the public the business itself 
will be judged. 

Even in the manufacturing end of business it has 
been proved that combination may become imwieldy 
from very size and produce inefficiency because of 
lack of interior control, politics, etc. These factors 
in the marketmg end of business not only have a 
serious internal eflfect upon the efficiency, there is a 
tremendous ejffect upon the buying public who are, 
after all, the final arbiters in the case, and who will 
either demand a new seller or seize the monopoly 
and regulate it imless they are convinced that it is a 
good and faithful servant. 

The commercial history of various countries, the 
changes which have taken place in cooperation and 
combination — ^the things which were imposed upon 
conmierce before it became responsible — ^the free- 
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dom which it seized as soon as it became powerful, 
and the new restrictions with which it is being sur- 
rounded, all point to the fact that the economics 
alone do not in the last analysis govern the efficiency, 
but that they must be modified by bringing them to- 
gether in equation with the psychological factors in 
order to determine accurately and exactly what 
should be fulfilled. 

COMPETITION AND ICABKETING ANALYSIS 

In the analytical consideration of present or future 
condition of the market for any commodity, the his- 
tory and present state of competition in respect of 
such commodity is of the utmost importance. It 
affects very seriously the possibility of securing a 
market, the cost of securing it, and the burden which 
must be placed upon the commodity in order to main- 
tain itself in such a market. Moreover, it has a very 
definite bearing upon the amount of money which can 
be invested profitably in the business in question. 

The ultimate strength which it is possible for any 
one manufacturing or selling imit to acquire in a 
^^^ competitive field can be determined with 
Strength close approximation from the consideration 
^tory ^' *^^ development of the individual com- 
Can Be petitive units. This consideration will also 
indicate the diversity or otherwise of local 
methods and discrimination in buying habit, the effect 
of individual product values, and the validity of cer- 
tain methods of doing business* 
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The general tendency to disregard or to use in any 
very loose way statistics, which are available or can 
be secured in respect of the history of buying and 
the general history of competitive conditions, is illus- 
trated by the amount of experimentation which goes 
on in the development of each new selling unit in 
any one field. 

There appears to be little knowledge of the relative 
importance of different methods of selling which 
have been tried out by the different competitive units, 
and, as a consequence, with each new imit or with 
each change in the personnel of the old unit, further 
experimentation takes place along lines which have 
been determined to be of insufficient value at some 
previous time. In other directions the same lack 
of statistics, or insufficient amount of investigation 
of statistics, leads to a slavish following of the custom 
of competition to such an extent as to discriminate 
against the very objects before the buying unit. 

In respect of the first item, a careful examination 
also revealed the absence of any bibliography on 
these subjects of marketing which is worthy 
ography on of the name, and personal investigation will 
^nod^^ reveal the similarity of the experiments 
which have been undertaken at different 
times by different manuf actiuing units with little or 
no consideration of those experiments which have 
gone before. 

In the single instance of training of salesmen, the 
files of Advertising and Selling, Printer^e Ink, and 
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System, will show that some of the fundamental re- 
quirements of this training were defined as the result 
of experiments made a number of years ago, and yet 
the bulk of the articles which appear from time to 
time in these magazines, and the bulk of the work of 
the National Association of Corporation Schools in 
this particular direction, reveal the fact that the same 
fundamental requirements are the subject of con- 
tinual reexperimentation with little or no reference 
to past investigation. The slavish following of com- 
petitive custom is so manifest and obvious in respect 
of all except a few branches of modem business that 
it is practically unnecessary to devote any space to 
specific examples. A rather obvious one is mentioned 
by Clarkson A. Collins in Printer^s Ink in connection 
with the investigation of sweeping compounds made 
before the beginning of advertising. The similarity 
of the names of competitive compoimds in this case 
is very indicative. 
The names are : 

Nodust Death-to-dust 

Nomordust Dustroy 

Dustbain Kildust 

In respect of this Mr. Collins makes a very perti- 
nent statement : 

"The packages for these different sweeping com- 
pounds, although alike in general shape, differ in 
color. 

"Let a woman be sampled with one of these com- 
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pounds, let her grocer make a sale over the countery 
and the chances are that thereafter she will be able 
to distinguish her particular compound by the color 
of its package. Her dealer will not be able to give 
her a substitute. If her first impulse to buy comes 
through one of these methods, and it probably will, 
if the article is not advertised, the similarity of 
names will not hurt the manufacturer greatly. 

"But two or three of the makers of these com- 
pounds are now beginning to advertise. Let a 
woman be convinced by the more or less careless 
reading of advertisements of Nodust, let us say, that 
she wants to try a package. She has no distinct 
idea of what the package looks like. How easy 
for the grocer who does not carry Nodust to sell her 
Nomordust instead, or Dustbain instead of Dustroy, 
Kildust instead of Death-to-dust." 

These paragraphs indicate at once the practice of 
following competition even where it may seriously 
interfere with selling, and the reason why the difficul- 
ties did not become obvious imtil late years. 

As a matter of fact, when all the selling was done 

by personal contact of salesman and the buyer, by 

individual knowledge of the individual con- 

Jnj^lcMfi- ^^m the inefficiencies created by this lack of 

cies ill • 

Pergonal competitive statistics and information were 
So oSviom neither so important nor so obvious. They 
become important as the business develops 
sufficiently in size to lose its personal identity, as 
the salesman's touch with the consumer lessens, and 
as the advertising forces must be more continually 
used. 
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Trade custom^ as a matter of fact^ is only a little 
less imperative in its demands than social tradition. 
I have seen a custom perpetuated in a trade simply 
because each competitive unit argued that the cus- 
tomary character of it evidenced its efiBdency, where- 
as an investigation of its history showed that it 
had remained from some former manufacturing con- 
ditions which made it necessary, and had not been 
investigated or experimented with or considered by 
any single manufacturing unit engaged in the busi- 
ness. 

These apparently paradoxical conditions of too 
closely following trade custom, and of too wide ex- 
perimentation without investigation, arise from the 
same cause, a tendency to under-estimate the neces- 
sity or value of investigation and a tendency to 
over-estimate the importance and the scope of per- 
sonal experience. As an illustration of this, a firm, 
dealing with hardware supplies of an advertised 
character, desired to find out the favorite brand and 
the favorite prices sold in different districts. To this 
end they sent out an inquiry blank to be filled in 
by the salesman for each dealer call which he made. 
They received some 1,000 blanks filled out, which 
were carefully tabulated and certain sales policies 
based thereon. A reinvestigation a few months there- 
after showed that in almost every case the favorite 
prices agreed very closely with the previously ex- 
pressed opinidn of the salesman as to conditions in 
his district, and even after this was demonstrated 
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little or no attempt was made to secure a new investi- 
gation in order to base the selling policy upon a firm 
foundation. 

In another case which came under the writer's 
notice, the price of a commodity was changed a 
considerable percentage, on the expressed opinion 
of the branch managers as to competitive conditions, 
where absolutely no statistics were submitted in evi- 
dence to support the contention advanced. These in- 
stances are just picked out of hundreds of cases 
which could be cited to represent the general lack of 
any accumulation of statistics or competitive data 
of moment which will indicate the history and con- 
dition of the market. 

TERRITORIAL COMPEl'ITION 

In all the investigations of competitive conditions 
which the writer has been called upon to make, it 

imvortance ^*^ ^^^ discovered that competitive con- 
cf , ditions vary very considerably even between 
Com^petUi^ ^^o States in the same part of the country. 
^*2?*^ For instance: In one case where the general 
New England condition represented seventy- 
five competitors, only fifteen of these operated over 
the whole territory, and 50 per cent, of the remainder 
operated only through Rhode Island and Massa- 
chusetts, or were practically confined to that area. 

It is obvious that the selling conditions governing 
the acquiring of a proportionate amount of business 
in Massachusetts and Rhode Island were entirely 
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different from those in the rest of New England 
where the competitive conditions were not nearly so 
severe or covered such wide variations. Further- 
more» the presence of a large number of local com- 
petitors in Rhode Island and Massachusetts was 
co-existent with a large amount of price fluctuation 
and variation in service, indicating that the local 
competitors would not make the same effort to 
maintain either price or service that was made by the 
larger manufacturing units. A little reflection also 
indicated that these territorial competition statistics, 
taken in conjunction with the amount of product 
which a particular manufacturing unit has to put 
out, would indicate the territories which can be de- 
veloped most easily from the standpoint of selling 
cost and maintenance of price and service conditions. 
Similarly, both territorial and general competitive 
conditions can be made to illustrate the extent to 
which business can be readily secured in any line, 
and the length of time which should be figured for 
the securing of any required amount. 

It is obvious, for instance, that if the principal 
competitors in a business divide the consumption 
about as follows : 

Largest competitor . . . . : 65 per cent. 
Next two competitors .... 5 per cent. 

and from that down, two things are evident as to the 
conditions in that business: 
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1. That the progress which can be made by any 
one firm is practically milimited ; 

2. That they are establishing a virtual monopoly; 

3. That it is possible to secure a very considerable 
percentage of the business in such a field, but that 
the length of time to be devoted to it will be increased 
if the monopoly has been built upon service, and de- 
creased if the monopoly has been built upon control, 
but that in any case the time factor will be less in 
proportion to the amount of business which can be 
secured under these competitive considerations than 
where the business is more evenly divided. 

Supposing, however, that the competition in this 
case is divided approximately as follows : 

The largest unit in the business 15 per cent. 

5 or 6 units varying ... 10 per cent, to 12 per cent. 
Several other units varying 

between 5 per cent, to 10 per cent. 

These conditions would indicate: 

1. That it is impossible for any one unit to secure 
a commandmg position in the field. 

2. That the consumer-buying habit discriminates 
readily. 

3. That it is not possible to secure more than a 
small percentage of the total consumption within 
any reasonable time, and it will take relatively longer 
to secure this than in the other case because of the 
greater discrimination on the part of the consumer. 

Similarly the range of prices exhibited by competi- 
tive materials together with the character of ser- 
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vice associated with these various prices will indicate 
the extent to which it is possible to induce the public to 
consider certain types of service and quality as valu- 
able or forming a sufficient cause for discrimination. 
Thus, if it is desirable that having regard to our 
manufacturing possibilities we secure 25 per cent, of 
the business, and the competition is divided about as 
follows: 

75 per cent, low price and quality. 
15 per cent, medium price and quality. 
10 per cent, high price and quality. 

These limitations will oblige us to conduct at least a 
considerable portion of our business on the basis of a 
low price and quality proposition. 

Determination is particidarly necessary where the 
product to be dealt with is one of general and ordinary 
consumption and is not to be exploited among a 
particular class. 

Where advertising is to be used the determinations 
to be secured from the competitive considerations re- 
Advertinng V^^ more exact analysis because of the 
Adds to the necessity for covering a large number of units 

Necessity , -i ii -i,! i_ • 

far and a considerable possible business m any 
Analysis advertising experimentt as well as the im- 
possibility of changing without loss of a material 
character when the public attention has been drawn 
to the goods and the conditions surrounding them. 
In addition, therefore, to the character of the 
competition as far as the size of the individual unit 
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and the number of units in any field, the price 
and other conditions governing the different units, 
there is the necessity for consideration of the pack- 
ages or containers or the convenient form in which 
the material should be delivered to the public. In 
this respect the history of the competition will 
usually eliminate a great deal of experimentation 
and result in standardizing more effectively the man- 
ufacturing and sales requirements. 

In a recent investigation of three household prod- 
ucts which came to the writer's notice, the number 
of packages supplied by the various concerns on the 
market were relatively 15, 18, and 16 for the three 
articles. Out of this number, however, in the one 
case two packages took 80 per cent, of the business, 
in another case three packages took 75 per cent., and 
in another case four packages took 80 per cent. 

It is obvious that in starting a new business the 
line of least resistance in respect of investment, 
storage, handling, etc., and simplifying sales, would 
be to take the two or three or four packages men- 
tioned and build up on these packages before ex- 
tending into those of minor importance. 

ADVERTISING COMPETITION 

Advertising when it is used in connection 

A,tuwffutno •■11 • #.1 #11* 

CtmpetUion With a busmess for the purposeof selling or as 
NwoFa^'r * ^^^ ^^ introduces factors into the com- 
petition which would be otherwise absent 
from the consideration. 
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In advertising the value can only be secured after 
attention has been established and pointed to the 
advertisement. The selection in this case is not 
made merely between articles for the same use or 
packages for the same purpose, but between adver- 
tisements for any purpose and every requirement. 

The competition for attention in advertising, there- 
fore, requires each advertisement to compete for 
attention with every other advertisement which may 
be exhibited at approximately the same time, even 
though the other advertisements are for entirely 
different products and different purposes. In other 
words, where there are a thousand advertisements in 
an advertising section of a magazine, fifty of which 
are devoted to the advertising of automobiles, any 
one automobile advertisement is not competing 
merely with the other forty-nine similar advertise- 
ments but is competing with the other nine hundred 
and ninety-nine advertisements in the advertising 
section. 

This process of natural selection for attention 
which depends upon the interest features of the ad- 
vertisement is aided by the conditions and sur- 
roundings of the reader which have a tendency to 
eliminate for his attention things which he cannot 
use. 

Allowing for all such modifications, however, the 
fact remains that by and large every individual 
advertisement must compete with all other adver- 
tisements contiguous thereto, or seen at approxi- 
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mately the same time. In considering this fact, it 
is no wonder that advertising returns are from a com- 
petitive standpoint much lower in efficiency, dollar 
for dollar spent, than the returns from selling. The 
advantage of the advertising in such a case arises 
from its extremely low cost per unit or per individual 
as compared with any other method of drawing the 
attention to the material involved. 

COMPETITION FACTORS AND THE MARKET 

Earlier considerations have developed the fact 
that competition can be used to demonstrate in 
conjunction with the consumption factors, etc., the 
organization which must be faced in entering or 
controlling a market. Some of these can be stated 
very definitely as factors in connection with this 
determination : 

1. The number of firms engaged in manufactur- 
ing a certain kind of product is an indication of 
either one or more of the following factors : 

(a) The attractiveness of the business from the 
standpoint of profit. 

(b) The ease with which the field may be entered. 

(c) The difficulty or ease encountered in con- 
trolling more than a certain percentage of the 
business. 

(d) The character of the attack which must be 
made by the particular concern in question 
and the direction of its sales arguments and 
organization work. 
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2. The strength of the competitors comparatively 
with each other and relatively with the amoimt of 
business are indicative of: 

(a) The possibilities, advantages, or disadvan- 
tages of large manufacturing units, or of 
widely scattered organizations. 

(b) The importance of the differences and sim- 
ilarities between the various individual propo- 
sitions and the service which they offer* 

(c) The strength of the buying habit from the 
standpoint of its discrimination between 
products. 

(d) The relatively weak and the relatively strong 
types of sales organization, argument, and 
service. 

S. From an advertising standpoint purely, the ad- 
vertising work of competitors as to its strength, 
individuality, and its method, is of the utmost im- 
portance, indicating as it does : 

(a) The percentage of profit or gross income 
which in the various organizations it is con- 
sidered feasible to devote to advertising. 

(b) The importance of different classes of media in 
the minds of the various competing concerns. 

(c) The relative importance of various claims, ar- 
guments, and estimates of service. 

(d) The relative importance given to the dis- 
tributors and the methods of cooperation 
adopted. 

4. The proportionate strength between the ad- 
vertised and unadvertised brands of this particular 
product will indicate: 
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(a) The strength of the buying habit of consumer 
as to its fixity and discrimination on individ- 
ual service. 

(b) It will indicate the extent to which adver- 
tising has determined the status of the brand. 

(c) It will develop the eflSciency of the relative 
advertising methods adopted by the different 
firms in connection with then- special brands 
of this product, and therefore the relative 
value of this comparative method. 

5. The consideration of competitive sales policies 
in connection with the various brands in the com- 
petitive field will determine the value to be placed 
upon these various methods of marketing. 

Collateral Texts: "Evolution of Modem Cap- 
italism/' Hobson; "Economics of Business/' Meade, 
Alexander Hamilton Inst.; "Principles of Economics/' 
Taussig; "Wealth of Nations/' Adam Smith. 



CHAPTER Vn 

Consumption 

growth op manufactured commodities 

IN THE very rapid expansion in the manufacture 
of different products from the same raw material^ 
the general tendency due to the subdivision of 
operations and accumulation of equipment into 
large manufacturing units has changed the character 
of the consumption factors and intensified 
tion the distribution difficulties, so that the mar- 
^Rmi^t^ keting requirements for any one commodity 
Careful must be determined from a more careful 
^*** analysis of the factors governing the con- 
sumption and distribution of the product in question. 
The tendency noted in an earlier chapter to con- 
solidate equipment into one manufacturing unit to 
such a large extent as to require a considerable 
portion, if not the whole, of the world's surface as 
a market, makes it necessary to analyze each situ- 
ation so that the possibility of leakage through error 
or lack of investigation will be eliminated. This 
growth of manufactured commodities has had the 
further effect of reducing to the vanishing point the 
diversity of work undertaken by the household. 

I5ie 
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It has educated the general public in this country 
and other civilized portions of the globe to expect 
an increasing amount of convenience in the scope 
of manufactured commodities. This means that the 
attitude of the public is favorable to an increased 
consumption wherever the convenience of that 
consumption can be demonstrated. Nevertheless, 
the consumption is allied to economic conditions and 
varies so widely even with similar commodities that 
the study of consumption factors is of the utmost 
importance in order to determine the conditions 
under which the market ought to be developed and 
maintained. 

OUTPUT AND CONSUMPTIGN 

Practically aU the marketing costs> or at least all 
marketing cost other than administration and gen- 
eral overhead, arrange themselves in pro- 
Costs and portion to the ratio between the amount of 
^^^ISiT^ business expected and the total consump- 
tion of the commodity in question per 
individual or per area. As a consequence of this fun- 
damental relation between the output of the individ- 
ual factory, the total consumptioi;! and the marketing 
cost, the general relation of these factors must be 
thoroughly determined in considering the value or 
the importance of any market. 

If this is further taken in conjunction with the 
analysis of the competition mentioned in the pre- 
vious chapter, both as to the number and amount of 
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products turned out by each of the competitors, it 
will readily illustrate the difficulty to be encountered 
in securing the market and the relative length of 
time which will be absorbed approximately in secur- 
ing same. 

These it«ms, of course, if they are properly con- 
sidered, make it possible to estimate the requirements 
. , for securing a market for a new product or 
Marketing maintaining the market for one already in 

iSiSr*Caii ^^^ ^ ^^^ ^ ^^y ^ ^ present a theoretical 
Be Deter- condition which can be used as an ideal in 

^* comparing the actual work accomplished. 
Suppose the total consumption of a particular prod- 
uct in the whole country represents 10,000,000 lbs., 
our output 500,000 lbs., the consumption in the Mid- 
dle Atlantic and New England States 2,500,000 lbs.; 
competition in the New England States as follows : 

One firm, fifty years old, output 100,000 lbs., 
distributing in the Middle Atlantic and New England 
States 75,000 lbs. 

One firm, output 1,000,000 lbs., distributing in 
the Middle Atlantic and New England States, 
100,000 lbs. 

One firm, output 200,000 lbs., distributing in this 
territory practically entirely. 

Three firms, with headquarters in other states, 
who have respectively, 250,000, 150,000, 50,000 lbs. 

There are twenty local concerns in these states 
doing from 10,000 to 20,000 lbs. each; and there are 
ten outside concerns doing from 25,000 to 75,000 
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lbs. each, the rest of the consumption being divided 
among unknown brands. 

Two firms, who get the greatest output in New 
England— 200,000 and 250,000 lbs. respectively— 
have been in business five and twenty years respec- 
tively, the discrepancy in the two cases being largely 
due to the fact that this one firm only began adver- 
tising six years ago. 

The largest competitor, therefore, gets 10 per cent, 
of the business in this territory, and several other 
competitors get between 5 per cent, and 10 per cent. 

There is a projected increase taken from the in- 
crease curve amoimting to 7 per cent, for the next 
year, and there are estimated new uses for the 
product amounting to 20 per cent. 

Upon these considerations it would seem quite 
permissible to figure on securing a business of 10 
per cent, of the total consumption in these states 
with proper management, the rest of the output in 
as nearly as possible the same proportion in the other 
rich districts in the country. 

It will be seen at once that if the whole coimtry 

were to be taken as the basis of opera- 

Cantump- ti^us, the proportion of business would be 

turn and on the basis of 6 per cent. But the cost of 

Siiuation Selling — ^that is, of salesmen's expenses, etc. 

^iw Corf" — ^^ * fixed cost per square mile, or nearly 

so, and the cost of advertising is a fixed 

cost per person, or nearly so. 

If, therefore, by the restriction of territory the 
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amount can be increased from 5 per cent, to 10 per 
cent, of the total consumption, it is obvious that it 
must mean a larger purchase per square mile and a 
larger purchase per capita, consequently, a smaller 
expense for selling and for advertising. 

One other instance will suffice to show the im- 
portance of this consideration. 

A manufacturer who had been securing good busi- 
ness from the Middle Western territory, radiating 
about three hundred miles from Chicago, decided to 
increase his factory capacity, and considered, there- 
fore, extending the territory which his salesmen were 
covering. Before doing this, however, he decided to 
call in a man who had considerable experience as an 
investigator. This man found that the factory 
in question was securing just 10 per cent, of the 
business, although two competitors, if not three, 
were securing between 15 and 25 per cent., and in 
neither case were their goods specially advantageous 
nor had they any long connection in business to 
justify the difference. 

It was further shown that in the extended terri- 
tory the consumption per square mile was very much 
less so that (whereas around Chicago the man was 
selling one hundred units to the square mile) in the 
new territory the possible sale would only be seventy 
units based on the same proportion of the business. 
After considerable discussion an intensive campaign 
was mapped out with the result that the factory 
increase was absorbed in the original territory. 
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giving this manufacturer 15 per cent, of the business 
without adding to his sales force and with only a 
small charge for increased advertising and adminis- 
tration. To have absorbed this in new territory 
would have meant extending his sales force in larger 
percentage than in the original territory so that the 
net revenue per unit of purchase would have been 
less than in the original case. 

Sometimes the necessary business required to 

take care of the output of the factory is so small a 

portion of the total consumption that intensive work 

will cut down the time factor necessary to secure 

the business and at the same time reduce the selling 

^^^i^^ and advertising cost per unit. 

Percentage On the Other hand, where the required 

^•^^^JJ^^^ percentage of business to take care of the 

any Mann- output is Small, the possibility of securing it 

Unit Ajfeeu within a short space of time is greater, and 

RM^red ^^ niany cases disproportionately greater, 

to Secure than where a much larger percentage of the 

Market « . , « •■ 

busmess must be secured. 
There are three reasons for this: 



1. The increase in the consumption of commodi- 
ties of any given class which automatically increases 
the possible market and consequently allows of 
absorption of a somewhat larger amount without 
disturbing competitive conditions. 

2. A certain percentage of the buying public is 
always inclined to purchase a new commodity of 
a dass it requires because of novelty. And while 
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these' people are unstable as trade because of this 
tendency, they make it possible to secure a small 
percentage of the market very rapidly in the course 
of building up a business. 

S. The percentage of business required is not suffi- 
ciently large to exert those competitive forces which 
play so strong a part in the difficulty of securing busi- 
ness, nor does it encounter to such an extent the 
inertia which is part of the protection of the buying 
public and which must be removed before the habit 
of buying changes. 



Where the percentage of business is large this 
inertia is encountered to a considerable extent, 
and as the time factor is the most important in over- 
coming it, the cost of securing business is largely in- 
creased. 

Furthermore, the competitive forces are exerted to 
such an extent as to automatically increase the time 
factor as well as increase the incidental marketing 
cost. 

While reference has been made to these factors 
in connection with the starting of a business, the 
understanding of these factors has a large bearing 
upon the increasing of the business and upon the 
cost which should be absorbed in the maintenance of 
any business, that is, from a marketing end. The 
application of the cost is modified in many cases by 
the surrounding circumstances of that case» and 
therefore the fundamental principles only can be 
considered in any general argument. 
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ESTIBfATING INCRIIASES 

The easiest way to consider statistics is to secure 

the individual figures, take them together and average 

them in order to get general results. Such a method 

of determination, however, does not allow of that 

analysis which is necessary for proper estimating be- 

cause of the fact that predictions for the future or 

estimates for a future condition must be 

FtgurM^not b^^d not upon the average, or any period, 

j^V^^? or any set of units, but the tendency shown 

by the individual condition illustrated. 

Furthermore, the tendency of the figures alone 
will illustrate the position of the individual concern 
in respect of the whole industry. 

As a new industry supplying a new demand grows, 
the tendency for the increase ciurve is to flatten, be- 
cause while the actual number of units involved in 
the increase may be the same or more, the proportion 
between the number of units and the total business 
grows less as the business approaches its maximum. 
The following illustration taken from the writer's 
book on "Advertising," published by the Alexander 
Hamilton Institute, shows very clearly the difference 
between average and actual determinations : 

"In connection with the determination of market- 
ing costs and particularly preliminary advertising 
investigation, the increase is required mainly as a 
means of predicting the tendency of such increase 
in the future. For this purpose, the average in- 
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crease is of no particular value, as the average over a 
period of five or ten years will not express any of the 
future tendency. It is necessary to distinguish, 
in the use of all marketing figures, between the possi- 
bilities of averages and necessities of exact yearly 
statements. 

" In many cases the average is all that is necessary, 
but wherever the figures are to be used as a basis for 
assumption as to the requirements of future business 
they must be determined accurately over a period of 
years and considered as a curve, the future tendency 
being represented by the extension of the curve. 

'"Take as an illustration the automobile business: 

December 1909 there were 125,000 machines 
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"An average of these figures would give a yearly 
increase of 300,000 which, however, could not be 
taken as the future possibility. 

"Taken from the curve shown in the illustration, 
the future tendency will be seen at once as one of less 
increase, a state of affairs always to be expected as a 
business reaches the summit of its special develop- 
ment and becomes subject to the conditions of all 
staple and normal industries. 

" For figuring, therefore, upon the future tendency 
of the business and consequently the increase which 
could be expected to occur in the next few years, the 
chart is the only safe method of determination." 

This question of increase, however, is not con- 
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eluded merely because of its use for estimated pos- 
sibilities of new business, but it can be used very 
eflfectively for determining the relative position of the 
individual concern and the general progress of indus- 
tries. For instance, if the general industry has in- 
creased 25 per cent, in one year and our business in 
particular has only increased 10 per cent., it is very 
certain that we are not keeping pace with the general 
progress in the industry, but we are in effect falling 
behind, and our comparison with last year would 
not by any means show us the weakness of our po- 
sition. 

CONSUMPTION DETAIU 

Some reference has been made to the influence 
which the relation between output and consumption 

^^. has upon the cost of marketing. It is not 
of Ouijnu only that this relation obtains in respect of 
swnj^on'to^^^ cost of Securing a new market, in rcfgard 
Marketing to which it is indeed very important, but 
the development of an industry in such a 
way as to secure in the various fields of its endeavor 
a smaller percentage of the business than the com- 
petitive and consumption conditions would indicate 
as possible is placing an additional burden of expense 
upon all articles manuf actiu^d by it and consequently 
weakening its position from a competitive standpoint. 

In the business of supplying goods for the con- 
sumer, the question of how far or otherwise that 
supply approaches an ideal condition has not re- 
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ceived the attention which it deserves^ not because 
of lack of endeavor on the part of business men to 
give the best service for as little burden or expense 
as may be, but the business of marketing — that is, 
supplying the consumer with the material manu- 
factured — does not lend itself to the analytical study 
necessary to determining such matters. Intensive 
agriculture is no more important than intensive 
marketing, although a great deal less thought has 
been given to the latter than to the former. 

In most lines of business (excepting those few 
whose limitations are so clearly defined as to be 
obvious) the intensive cultivation of any territory 
has hardly been considered. It has not infrequently 
been found that goods stored and sold over a wide 
area of territory might have been sold through a very 
much more restricted section by some intensive cul- 
tivation. Practically all the efforts of scientific sales 
management exponents have been directed to cul- 
tivating the territories covered by a sales force more 
thoroughly than the customary method of selling 
would allow, and practically all their success has 
been secured because of the results of this intensive 
work. 

The trouble with this as with most marketing work 
lies in the fact that there has been no specific object 
at which to aim except where such an object was 
arbitrarily created by use of the quota system, or 
some similar method of establishing a limit. 

In by far the majority of the cases, however, there 
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is little or no information respecting the amount 
of product which could be sold in a given territory, 
the uses to which it could be put other than 
Amourucf thosc already developed, the tendency of the 
Informal cousumptiou in respcct of the increase or 
ParHeular decrease of population, the competitive con- 
C^l^j^^ ditions and the tendency of competitive 
service as compared with the consumption, 
etc., although these matters have so direct and con- 
stant a bearing upon the sales cost per unit and the 
efficiency of the sales organization. The same trouble 
seems to be one of the serious defects all through the 
marketing and distributing end of business. 

Printer^ s Ink, Advertising and Selling, System, and 
other journals dealing with subjects connected with 
the market, as well as trade journals of the different 
lines of business, are continually illustrating this 
matter by the constant appearance of articles re- 
garding the advertising waste on the part of the 
manufacturer, regarding the excessive number of 
salesmen's calls on the part of the manufacturer, the 
substitution evil by the retailer, the tendency of 
jobbers to subdivide their attention, etc. 

The success of what happened before, demon- 
strating as it does merely the improvement over a 
past condition, has little bearing upon the ultimate 
efficiency of the same sales force. As a matter of fact, 
the general statistics which are so usually indulged 
in to explain the condition of a marketing organiza- 
tion are of comparatively little value, and imtil it is 
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customary for advertising and sales managers in all 
lines of business to consider marketing costs and 
possibilities on the unit basis of area and possible 
customer, discrepancy between the increased manu- 
facturing efficiency and the decreased market effi- 
ciency will remain. 

In most lines of business, in fact in all lines of 
business except those whose limitations are so clearly 
defined as to make their consumption analysis obvi- 
ous, it is frequently impossible for the concern through 
its own organization to determine the amount of 
material delivered by it in restricted divisions of 
its marketing territory. Time and time again the 
men engaged in controlling the marketing of large 
organizations have stated that they do not know the 
amount of product which they are delivering into 
certain states or territories. The claim is made 
frequently that this is impossible because of the 
tendency for jobbers and other distributors to over- 
lap in their delivery, so that by no selling division 
can the output for one arbitrary territory like a 
state be determined. 

The marketing man hardly ever thinks of the 

possibility of investigating and analyzing his own 

business from the outside so that the ex- 

wNlna/*^ tent of marketing information available in 

not any line of business may be stated as agree- 

Cof^Led ^^ ^^ *^^ extent with which the selling 

information can be analyzed. In other 

words, where a multitude of articles — typewriters, 
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adding machines, automobiles, or something of a 
similarly special character, are being sold— the ne- 
cessity for the creation of a market and the dear 
limitations imposed upon the use of the product 
make it easy to define the consumption from the 
seller's own figures and standpoint. 

It is natural, therefore, that in such lines of busi- 
ness most careful marketing analysis should have 
been made. Where, however, the lines of distri- 
bution overlap and the number of uses to which the 
product can be put are so many that they are by no 
means clearly defined, the marketmg mformation is 
correspondingly indefinite, and the admission is made 
immediately that the sellers themselves do not know 
and cannot be sure of the condition of their own 
market. 

In very few cases has any attempt been made 
to analyze the market by investigating the consump- 

Q^^^^^ tion and the competition from the outside 
Analysis Standpoint so that the position of the par- 

Mm^^ ticular factory in connection with the total 
j^«^^«^ business could be secured as it appearedfrom 
a careful consideration of the matter by out- 
side parties. Because of the extension of the means 
of investigating and the further {>ossibilities of analy- 
sis, it is possible for the outside investigator to 
secure statistics which are more nearly correct than 
those which can be obtained by any one who is 
closely identified with a certain organization pro- 
ducing goods for the industry. And, furthermore, 
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there is no tendency to swing the facts with a pre- 
conceived theory^ and the value of the information 
does not depend upon arbitrary analysis of the con- 
fused selling arrangements or distribution which 
must necessarily obtain where territorial lines are 
disregarded by trade requirements. 

The trade requirements which are necessary in de- 
termining the marketing requirements of a business, 
either from the standpoint of a new product or one 
which is already established, can only be secured 
satisfactorily by checking up the records from the 
individual concern by outside investigations which 
will not neglect any of the factors and which will at 
the same time place more nearly the proper pro- 
portion upon the various considerations involved. 

The tendency of each individual concern to con- 
sider its own business peculiar is the tendency of all 
portions of human activity which depend for success 
rather upon experience than upon organized in- 
formation, experience always emphasizing the differ- 
ences rather than the similarities. This is probably 
the reason it is so diflScult to convince the average 
marketing manager that the use of outside inves- 
tigations will give him as reliable information as his 
own force can accumulate. Mainly, because he 
measures the value of the information not by the 
method adopted in securing it or the sources through 
which it came, but rather by the manner in which it 
agrees with his own preconceived notions. In more 
than one case the writer has found in presenting 
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consumption details for the whole country or for a 
large territory, the man who was examining them 
criticised the returns, forsooth, because the general 
details did not agree with the fragmentary record 
of his own experience as it was present in his mem- 
ory. 

Until marketing analysis is understood to be a 
necessity in the consideration of marketing costs 
and methods, and a more valuable aid to the proper 
determination than any single man's experience, the 
present experimentation, dupUcation of labor, and 
glaring inefficiencies will continue in a considerable 
measure. 

Collateral Tejxts: "Principles of Economics," 
Taussig; " Advertising,*' Tipper and Hotchkiss; 
"Evolution of Modem Capitalism," Hobson; "Ad- 
vertising as a Business Force," Cherington. 



CHAPTER Vm 

Selling 

Marketing and its branches — Old ideas of marketing — 
Selling, what it involves — ^Fundamentals in market- 
ing — ^Analysis — ^Factors in selling — ^Training of salesmen. 

MABKETING AND ITS BRANCHES 

MARKETING as a special study has not re- 
ceived much attention at the hands of either 
the business man or the educator, whereas 
many of its subdivisions are being taught in a great 
many ways. 

It is true that these branches — credits, account- 
ing, statistics, selling, and advertising — ^require a 
technique, and consequently can be taught from an 
operating standpoint; whereas marketing is a com- 
ponent of a great many fimdamentals requiring 
rather the consideration of the various subjects from 
a philosophical standpoint. 
Further, the conditions which have changed mar- 
Ql^ keting so that it included all these con- 
M^^i^ siderations are of comparatively recent 
Bam, growth, and the old idea of marketing as 
^^*''*^'" synonymous with selling still obtains. 
As a matter of fact, selling is the operation which 
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is limited and controlled by the conditions of market- 
ing. It bears the same relation to the whole subject 
of marketing that the operating engineer bears to the 
mechanical engineer. 

Marketing, consequently, includes a great deal 
more knowledge than is contained in the necessary 
operating information for the conduct of any one of 
these branches, i. e., credits, accounting, selling, and 
advertising. 

It is essentially a study of governing factors which 
enter into and by their combination alter or limit 
the conditions necessary to the operation of its 
branches. 

It will be seen, therefore, that in these days of 
world-wide distribution from a single corporation, 
efficiency marketing is no haphazard proposition 
to be decided offhand by any one, however intelli- 
gent, but a serious study containing at least as much 
science as any other of the professions and con- , 
taining undoubtedly more, at present, unknown 
factors. 

Inasmuch as the success of the corporation of the 
future will depend increasingly upon the efficiency 
of its marketing policies, their permanency and 
character, it is time that this business was studied 
as a science, entered as a profession, and demanded 
the attention which should be accorded to a pro- 
fession. 

When this is so the student of marketing will be 
able to show in the efficiency of his work the busi- 
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ness success of the new marketing slogan, "Service," 
as against the falsity of the old slogan, "Give as 
little and get as much as possible," and he will then 
exercise control of the modem business on an equal 
footing with the banker, the lawyer, and the manu- 
facturer, as he should. 

What is needed in this respect is a careful study of 

the unknown factors which at present make up 

the uncertainties of marketing, the patient 

Investiga- investigation of such factors and a gradual 

Marketing Segregation so that their influence can be 

Needed Understood. 

It is time for the marketing end of busi- 
ness in this regard to follow the practice of the en- 
gineer who has based his discoveries upon the patient 
investigation of individual factors in each case, so that 
these factors could be segregated and recombined. 

The scientist (whether engineer or chemist) of all 
men engaged in the world*s commerce to-day is per- 
haps the most useful; the effects of his work his 
investigations, his discoveries, his improvements, 
are to be found intimately connected with every 
section in every industry from the household out. 

This is to be directly attributed to the scientific 
character of the investigation and training, to the 
exactitude and care of his calculations, to the patient 
and studious consideration of all the factors which 
enter into the case, and to the open-mindedness which 
refuses to sneer at a thing merely because it is mis- 
understood. 
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The student of markets must of necessity be in- 

terteted in the development of trade» transportationt 

markets and marketing values, economics, 

Range of business organization, laws of sales, patents, 

^^Jl^f?^* contracts, agency, etc., etc., psychology, 

hifStuderUi Salesmanship, and advertising, and the other 

M<jLn, i^^ Which enter into a complete and thor- 

oughstudyof marketing in its broadest sense. 

These subjects are exemplified in their 

particular application in the writer's analysis of sales 

quoted by Paul T. Cherington in ** Advertising as a 

Business Force": 

The capacity of the plant involved. 

The consumption of the article in question. 

The number of competitors in the field; and, con- 
sequently. 

The total amount of business which can be secured. 

The present consumption in relation to the total 
possible consumption. 

The increase in the consumption each year during 
a series of years up to the present. 

The consumption in the different states or zones 
which may be of interest from a selling standpoint, 
showing best and worst from the total consumption. 

This consumption balanced against the square 
mileage involved. 

The number of dealers who would handle this 
article — ^if it is to be sold through dealers. 

Present distribution of the material in question. 

The present market price of competitive articles. 

The total amount of money involved in business, 
considering the consumption. 
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The total amount of money involved, considering 
the percentage of present consumption which could 
be reasonably expected. 

The total profit involved in this amount of business 
and, consequently, 

Tlie total amount of advertising and selling expense 
which could be absorbed in developing the business. 

It will be seen from this array of the factors en- 
tering into the case that the advertising manager, 
in order to be in a position to decide on the extent, 
the method and the reason for advertising, must be 
familiar with the conditions from all selling stand- 
points. Otherwise, the plan of advertising decided 
upon may have only a comparatively small relation 
to the sales effort and conditions. 

It has been unusual, even in the selling depart- 
ment of any business, to develop all, or nearly all, the 
factors which are expressed above, and, as a natural 
consequence, a large amount of money is being ex- 
pended every day in experimentation upon a market 
regarding which the facts are already developed. 

The usual plan in by far the majority of cases 
where it is decided to market a new product is to 
start a few salesmen on what would appear, from a 
personal impression or general knowledge of the 
trade, to be the most important markets and feel 
the thing out in this way. An expenditure of 
$20,000 to $50,000 is easily absorbed in this experi- 
mentation without developing such information 
as would form the basis for an examination into the 
possible efficiency of selling and the possible profit 
to be secured. Personal impressions, even those of 
one or two men who have been brought up in the 
industry, are easily misled, by appearances and local 
conditions through restricted fidds, into an entirely 
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wrong conception of the market and the methods to 
be adopted in covering such market most efficiently. 
In working out a case a few years ago, the writer 
was particularly struck with this condition. 

The plant in question had a capacity which was 
considered by the experienced sales manager to be 
quite small. It was also concluded by this gentle- 
man that $15,000 or $20,000 could be spent for ad- 
vertising this particular output in addition to the 
organization of a considerable sales force. 

Knowing very little of trade conditions in this 
field, and being impressed with the lack of statistics 
on the subject, the writer made an investigation, 
which was carefully carried out, into the possible 
market along the lines in which it was proposed to 
sell the article in question. 

This investigation showed: (a) that the personal 
impression or judgment of the sales department was 
utterly at fault and that the writer's judgment was 
equally out of line with the facts; (b) that the total 
consumption of the article in question in the field 
proposed did not absorb more than one fourth or 
one fifth of the capacity of the plant, and anywhere 
from one eighth to one tenth of the amount expected ; 
(c) that the cost of the advertising and sales organi- 
zation proposed would have been entirely out of line 
from the standpoint of possible consumption within 
the near future. 

While this was an unusual case, on account of cir- 
cumstances in the industry involved, which made 
the apparent importance of the business much 
greater than there was any warrant for, it showed 
conclusively the necessity for investigation of trade 
conditions in order to form a reasonable basis for 
the formation of a selling plan; and inasmuch as ad- 
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vertising is a part of the selling plan, the same neces- 
sity arose in the determination of the extent, method, 
and conditions of the advertising. 

Apart from such an unusual condition as this, the 
excessive cost of selling, due to promotion and sales 
work, covering fields and methods which the con- 
sumption of the articles would not warrant, has just 
as much to do with the difficulties in many organiza- 
tions as the over-capitalization in physical properties. 

I have in mind a plant in the Middle West where, 
although the business had increased to the extent 
of requiring double the capacity to fill it, the waste 
of efficiency in selling and the consequent enormous 
promotion expenses made it impossible for this firm 
to realize sufficient profit to pay a dividend. 

It is well known that usually the expense of mar- 
keting reaches more than all the other factors enter- 
ing into the cost of an article, and in quite a number 
of cases the proportion is even greater. 

This being so, it is evident that, in order to ap- 
proach the question of marketing any particular 
material, it is necessary that the basic information 
should be at hand. This should be arranged in such 
shape that an intelligent investigation can be made 
with a view to approaching the marketing of the 
product with a high degree of efficiency. 

It may be contended that the advertising manager, 
dealing with only a portion of the selling question, 
is not interested in the development of a number of 
these factors. It is true that the development of 
most of the factors should naturally fall upon the head 
of the sales department; but it is just as true that, as a 
rule, the advertising manager is in the best position 
to make such investigations and secure the informa- 
tion along these lines. Except in the notably effi- 
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cient selling organizations which stand out as un- 
usual monuments of efficiency the sales manager has 
been a successful salesman with a turn for executive 
management. For a number of years selling has 
been to him a succession of individual deals, and the 
general marketing has been the result of these. 

As a matter of fact, precisely the reverse should be 
the case if the subject is properly approached. The 
individual deal and the success of this deal are the 
result of an intelligent marketing scheme. 

Furthermore, thesales manager has been commonly 
limited to his viewpoint by the necessity for showing 
a certain amotmt of sales within a specified period 
(say six months to one year) at a certain percentage 
cost of selling. This has the effect of preventing him 
— ^unless he is unusually f oresighted — ^from viewing 
the marketing scheme over a series of years and 
having in view rather the ultimate effect than the 
balance in his favor over a short period. 

Although all these factors enter into marketing, 
for the present it will be necessary to confine the 
consideration to those branches of the marketing 
business which are grouped under the heads " SeUing " 
and "Advertising.** 

SELLING 

Selling originally included the whole operation 
necessary to marketing, as marketing was simply an 
accumulation of the individual operations of selling. 

The volume of commerce, the segregation of pro- 
ducing units, and the wider areas of distribution 
necessitated dealing with marketing in the mass and 
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consequently required the study of the controlling 
factors which limit the marketing operations. Fur- 
thermore, it became necessary to provide a number of 
sub-divisions, and as a consequence of this the word 
"marketing," which has previously been limited in its 
application to the movements of staples, has been 
seized upon by commerce as a term with which to 
express the operations and the fundamental consid- 
erations involved in the process of carrying goods 
from the manufacturer to the consumer. 

This has necessarily also limited the term "selling/' 
which, from representing the whole process of a sale, 
has been reduced in its practical application to denote 
the operation of the salesman in selling. 

We are concerned, therefore, in the consideration of 
this term "selling " under these conditions in the oper- 
ation of salesmanship only, and the factors mentioned 
below are taken up entirely from that standpoint. 

Whenever we are confronted with a situation con- 
taining a number of unknown factors, where the 
individual operator follows his own judgment and 
not any organized method of operation, we are accus- 
tomed to stating that the individual operator is 
borti; an easy way of explaining the fact that we have 
not been able as yet to train. 

The absurdity in this lies in the fact that it does 
not explain anything, neither does it hold out any 
opportunities for possible improvement. It merely 
admits our failure and indicates lack of any progress 
along these particular lines. 
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It has been stated (so frequently as to be trite) 
that the salesman is bom. While it is true that 
human beings often show tendencies more marked 
in some directions than in others, the evidence is 
convincing that skiU in any operation can be obtained 
bytraimng. 

It is true that the factors to be organized and 
understood in the case of the salesman (if we are 
to train him) are somewhat more intangible 
QM^aSly than those in connection with most of the 
^^^^l^g^ branches of the indtistry, consequently less 
thoroughly considered. We have been con- 
tent, however, to record the residt in respect of the 
salesman's work without any consideration of how the 
result has been obtained. As a consequence of this 
we have no other general way of training than by re- 
peating the costly performance of educating each man 
by experience, a method which is valuable only when 
superimposed upon a thorough general education. 

It is a sign of improved study in marketing condi- 
tions that in a great many cases of well organized 
selling bodies some attempt is being made 
Training to introduce Organized training which will 
Salesmen make the experience more valuable from the 
iJ&ed standpoint of the efficiency of the salesman. 
in Same While uouc of these plans have been 
^twuT developed so far that they can be called 
sufficiently comprehensive or thorough to 
entirely meet the situation, they are clearing the way, 
by their work and investigation, for plans which will 
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be sufficiently broad to develop the matter as it should 
be developed. 

The general divisions under which the special 
sales training plan develops are: 

1. The law of sale or the conditions governing the 
operation of exchange. 

2. The individual buyer. 

S. The psychology of the buyer and the methods 
of reaching, developing, and completing the sale. 

4. The products which the salesman must deal 
with as to their manufacture and selling value. 

5. Their relation to competitive articles, points 
of difference, etc. 

6. General training for mental breadth and 
discipline- 
It wiU be seen that there is a sharp line of de- 
marcation between those things which belong to the 
teaching of the general technique and those things 
which belong to a particular business. In general 
schools, of course, only the general matters are taught. 

As an illustration of the development of this 
special selling training plan in connection with some 
concerns who have considered this matter very 
thoroughly, the following item by E. St. Elmo Lewis, 
advertising manager of the Burroughs Adding Ma- 
chine Company, regarding the training of salesmen 
as they view it, is of considerable interest: 

About five years ago we decided to train our sales- 
men righi. Before Qiat time it was customary to 
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bring them in once a week or oftener for "joy feasts," 
and when they had feasted they told each other good 
stories and experiences. We got a certain amount 
of good out of these, but the benefits were indefinite, 
untraceable, and didn't seem to increase the effi- 
ciency of those who didn't know. We decided to in- 
augurate a definite course of instruction for salesmen 
and we called it a school of salesmanship. We ad- 
mitted it was a school! Some of our salesmen 
didn't agree with us that they should go back to 
school. Some were bold enough to intimate that 
they were bom salesmen, anyhow, that all real, suc- 
cessful salesmen were born with the art of sellii]^. 

To this species I always told a story about Horace 
Greeley : 

He was called up>on one time by a gentleman who 
was very learned looking. He had all the earmarks 
of brains — some of us get through the world that way. 

"Mr. Greeley," he said, "I have been twenty 
years in journalism." 

Mr. Greeley looked properly impressed. The 
visitor continued: "I stand before you a self-made 
man. I am not a college graduate — ^I am a man like 
yourself." Mr. Greeley looked at him over his 
spectacles a moment and remarked: "Well, a self- 
made man, eh? As near as I can judge you have 
relieved God of a great responsibility! Good-day!" 

I always like to tell that to salesmen who try to 
impress me with the idea that they are "bom" 
salesmen. I tell them, "of course, you cannot elude 
the responsibility for being successful, you know, 
even if you were bom a salesman! You cannot 
elude the responsibility of being compelled to be a 
successful salesman, if you come into the organiza- 
tion. We don't care what (Jod made you, all we 
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want to know is: Can you produce quota every 
thirty days? Can you get out of the territory the 
amount of business we say you must get out of it? 
That is all we are concerned about. You cannot 
blame your failure on God — ^just because you were 
bom that way." 

We made our experiments. The first thing we did 
when we started that school was to get a teacher. 
Of course, the only kind of a man to put to teaching 
a sales school is a very successful sidesman, a man 
who has made his mark, a man who is a ^'star" man. 
The kind of a man the new men will look up to. 

We fell down there; most manufacturers fall down 
there. They give sales schools into the hands of a 
glib and successful salesman who knows a lot of 
disjointed and imdigested facts about selling, or to a 
man who is a thinker but who can't get his thoughts 
to the salesman. 

I have seen both of these types fall. They do not 
know how to lay out a course of study — ^they play 
too much popularity with the men on the same hand, 
or are indifferent to the teaching requirements of 
school practice. Kindergarten principles have to be 
applied, because salesman by the time they are 
forty-five or fifty years of age have either for- 
gotten or never knew how to study. 

We find that the first requisite for a successful 
school for salesmen is the selecting of the right man 
to teach them. 

The second requisite is a plan of action : how to get 
the salesman to attend the school; then, after youVe 
enticed him there, how to teach him and what to 
teach him. 

When our school was first started we came in 
contact with the '' mulish" nature found in the 
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make-up of some salesmen. They dared us to teach 
them. After we got them coming once, we had a job 
to stop them. The first year of the school we offered 
to pay the railroad fare of the salesmen who wanted 
to attend. We have changed our plan now and pay 
the hotel expenses besides allowing a certain amount 
for incidental expenses. We believe a salesman 
should make some sacrifice, of his time at least, if he 
is to derive any benefit from the school. 

I remember one case where one of the salesmen, 
the '^mulish natiu'e kind" was almost forced by the 
district sales manager to attend a session of the school 
at our plant. Well, after he got back in his territory 
he wrote the manager these words : 

"I am back in my territory with my * fighting 
clothes' on and am ready to start something (and he 
did in his end of the State). The school is the finest 
thing I ever attended and it is worth any man's time 
and money even if the entire expense were charged to 
him. I wish to thank you for compelling me to go." 

Letters like this we publish on our Sales Bulletin 
so that other salesmen afflicted with the '*You-can't- 
teach-me-anything " disease will wake up to the 
fact that others like him have come away from the 
school with a better understanding of things. 

Not every salesman is allowed the privilege of 
attending school. First, he must have had several 
months' experience in the field. He must prove 
that he has some aptitude for selling, that he is good 
material for our business, before his application, 
which, by the way, has to be OK'd by his district 
manager, is considered. Also each class is limited to 
fifteen members. 

Every business, whether it be a retail store or a 
manufacturing concern, should have a carefully 



SELLING 188 

outlined plan of what to teach and a convincing 
method of how to teach it. That is what we have 
organizations for — ^to teach our people how to do 
things. Every salesman should imderstand the pol- 
icy of the house toward its customers^ its employees, 
and the business world in general, and he should 
personally know the men who are running the busi- 
ness and understand them well. 

He should know the goods the house is selling — 
from the standpoint of the house; that is to say» what 
it wants to push and why it wants to push them. He 
should also understand the goods the house is selling 
from the standpoint of the customer. If the house 
is selling direct to the customer, he must understand 
what goods are used for and how they compare with 
the products of the other houses. 

He should be taught to recognize the true merits 
of the goods in comparison with his competitors' 
goods, and he should understand what claims are 
made for the goods he is to sell. 

He should know selling experience of the house in 
the territory which he is about to enter, and he should 
know the selling arguments — ^the selling methods of 
the house, and the real measure of success or failure 
his house has had in the territory he is to enter. 

It is necessary that he should understand all about 
the terms and he should know the truth, that is, 
whether the terms are right and proper. 

He should know the opportunity to get in touch 
with other employees, and get in sympathy with the 
spirit of the house. 

He should be given enough time to get these f acts^ 
figures, and policy in his head. 

So you can see the regular course of training is 
necessary to bring out these policies, ideas, reaUza- 
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tionSy restrictions, etc.» so that when he goes into his 
territory or behind the counter, he is a thorough 
Smith, Jones, and Brown man. 

After determining what the salesman ought to be 
taught, our next important step is to map out a 
program. 

I believe each class in a school should be started 
by a talk from the General Manager about the firm, 
its history and present outlook. Such a talk makes 
a mighty good impression on the salesmen. Another 
important part of the program is the trip through 
the plant or store. Here the men can get an idea of 
how the product is made and handled, and during 
his trip he meets and talks with men who supervise 
the making of the product. Such a trip makes the 
salesman think of some one else besides himself. 
Here's what one man wrote to me after he had gone 
back to his territory: 

"My trip through the factory gave me a much 
better idea of how our machines are made, and I was 
surprised at the size of our factory and the great 
number of departments. Also the many automatic 
machines for making many of the parts. I will be 
able hereafter to give prospective buyers a better idea 
of how our product is made and the company which 
makes it.'' 

Experience meetings play an important part in 
the Sales School's program. Each man tells the 
others his methods, from start to finish, of landing 
the order. This gives the instructor an opportunity 
to find out the individual weaknesses of salesmen. 

You can teach him much about the product by 
analyzing and bringing out its superior qualities 
by relating instances of the devices of old salesmen, 
luid letting salesmen who have sold against the coni* 
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pany tell of the real work they had to put up in order 
to get the business. 

Show them how the product is sold, and to whom, 
what can be accomplished by explaining its applica- 
tions; show the old field and opportimities, the new 
field and opportunities; and have questions answered 
by the company's experts in person. 

An important part of the program is telling the 
classes how to handle the customer. You can do this 
by letting the Sales Manager or some old experienced 
salesman talk to them and answer the hard questions. 

The rest of the program can be arranged so as to 
give the salesmen ideas on how to show the goods, 
how to handle a possible customer's objections and 
questions, what competitions can offer, new products, 
and how departments co5perate to produce sales. 
Then finaUy the examinations which ought to cover 
all matters touched on in the school sessions. 

Such programs, with variations, of course, are used 
by all intelligently conducted schools. It is work — 
not play. BUT IT PAYS. 

The work of the salesman, as I have limited it, is the 
operation of inducing the buyer by personal contact 
with him to exchange a specific amount of money for 
the product which he has to sell. 

From this standpoint it will be seen that there are 
always certain factors which enter into the operation 
of selling and upon which the efficiency of the sales- 
man must depend. 

It is evident that, in order to discuss the efficiency 
of the salesman, these factors must be considered and 
placedf 
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As the representative of the seller, the salesman 
necessarily comes in contact with all buyers of the 
commodity in question with whom the particular 
seller has commercial relations. He is (as a rule) the 
sole representative of the seller with whom the buyer 
comes in contact. Through him pass all complaints, 
all requests, all items of any kind having a bearing 
on the proposition. He is in effect the living embodi- 
ment to the buyer of the manners, the service, value, 
and standing of the seller. 

As such, it is evident that there are certain things 
which the salesman must be in order to accomplish 
his work with the greatest efficiency, and there are 
certain things he must do to the same end. 

It is evident that his interests must be as wide as 
possible, and his ability to enter into the re- 
i^i^m ^ quirements of the customer great. 
Personality He mustposscss a Considerable knowledge 
of human nature and develop an infinite pa- 
tience in the pursuit of his object. 

Here are special requirements besides the ordinary 
requirements of business, and besides the following 
factors which he must of necessity be acquainted 
with sufficiently to use. 

He must know his product, because only by inti- 
mate knowledge of his product can he per- 
^«J*^®/ « form those items of personal service required 
Knowledge by proper consideration of his work. He 
must study appearance as an actor, having 
acquired the habit of pushing the advantageous in 
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himself to the front, keeping in the background the 
less agreeable factors. 

He should study individual psychology so that he 
can repeat a successful operation without running the 
risk of innumerable failures before understanding 
its limitations. 

Physically untiring, methodical, alert in mind to 
seize the things which are of advantage in each in- 
dividual case, he should possess a sum total of knowl- 
edge which cannot be acquired by experience alone, 
and without which his efficiency suffers. 

Considered from all sides, a study of these factors 
shows the appalling loss of efficiency inevitable in a 
method of selecting a man for selling which does not 
take account carefully of psychological fitness and 
which does not educate in any but the slow, partial 
way of experience. 

This is particularly the case, because in the selling 
the knowledge required is general, adaptive, and 
emergency — the kind of knowledge which is hardest 
to acquire in this specialized, definite age. 

So little has the matter been considered that very 
few commercial organizations have even tried to 
remedy the condition, but are content to go on paying 
experimenting costs and losses on each man without 
any idea of preliminary work of a comprehensive 
kind. There is no knowledge required in business so 
broad as that necessary to a comprehensive market- 
ing outlook, and the selling by personal contact re- 
quires the same kind, though not in the same degree. 
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There is no doubt that the salesman represents a 
low eflBiciency of service, and this is due largely to 
the absence of any organized method of treating the 
subject. 

Charles W. Hoyt, the author of ** Scientific Sales 
Management '' and a very successful sales counsellor, 
says that the average salesman is a tonnage man. 
In other words, he is looking to show on his sales 
sheet the largest amount of business he can show. 
Quantity is the item which affects him more nearly 
than any other item in connection with his selling. 

He must be educated up to the questions of price, 
of profit, of discrimination between classes of cus- 
tomers, and particularly the necessity for intensive 
work. 

In previous chapters it has been necessary to 
refer to the effect of square-mile output upon sales 
cost. The salesman looking for the tonnage is apt 
to overlook the small order or all the possible outlets 
for the product which he may be handling. How- 
ever sincere he may be in his work and however 
much interested in his success, he will be content 
to waste hours for the man who will supply him with 
a tonnage contract, when a great deal of time might 
be used in corralling considerable business from the 
small man. 

When the salesman says he has gone over the 
district with a fine-tooth comb, he usually means 
that he has called on every one of his prospects. 
He does not mean that he has developed a large 
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number of new prospects whom he had previously 
overlooked. 

Latensive cultivation of a field in the way that is 
necessary to bring out its ultimate profit is some- 
thing which the salesman cannot be depended upon 
to do, however faithfully he may work. Naturally, 
as the time is limited, and as the house is pushing 
for orders, and as there are but a certain number of 
hours in the day, he is inclined to go where the order 
is the largest, and to play the tonnage buyer instead 
of the profit maker. 

As a matter of fact, there is a certain amount of 
business connected with most commodities which the 
salesman cannot secure because the profit upon the 
business is so small as not to warrant his time and 
attention. The accumulation of smaU, individual 
sales, however, so rapidly looms up into important 
profits that it is no longer possible for the salesman in 
any but a very few restricted lines to do all the work 
of seeing prospective buyers of any product. A con- 
siderable portion of this work must be done from the 
office. Only in that way can the intensive cultivation 
of any territory be secured, and only in that way can 
the unit selling cost be reduced to its proper figure. 

The work of the salesman, therefore, is directly 
supplemented even among his own customers by the 
work of the advertising department, which, because 
of the small expense involved, can undertake to cul- 
tivate a territory intensively in a way which is abso- 
lutely impossible with the salesman alone. 
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This phase of the matter will be thoroughly 
treated in the next chapter, but only in so far as its 
fundamental connection with the efficiency of the 
salesman's work is understood can the two forces 
of selling and advertising be used to secure the ut- 
most out of every given territory or field. 

Collateral Texts: "Scientific Sales Manage- 
ment/' Charles W. Hoyt; "Psychology," William 
James; "Increasing the Human Efficiency/' Walter 
Dill Scott. 



CHAPTER IX 

Advertising 

Efficiency in advertising low — ^Advertising and its effect 
upon marketing ideas — ^Advertising a necessity in the 
home — ^Advertising and personal selling €ls used to- 
gether — ^Fixity in advertising operations — General 
inefficiencies. 

ADVERTISING— under which head are grouped 
all those selling efforts which lie outside the 
personal selling — ^is another low efficiency 
item in the marketing end of business. It is true 
that its cost per unit of operation is such a small 

Ad ertin ^^^^^^^ ^^ ^^ ^^^^^ ^' personal selling per 
Law in unit that it has become a great force in 
^ui^ niodem marketing despite the lack of effi- 
^ *» dency. 

Advertising, however, which aims to 
reach thousands or millions of consumers of a prod- 
uct at the same time, treating marketing in the 
same bulk, as the manufacturer treats production, 
must of necessity judge conditions, analyze circum- 
stances, study factors, and investigate results in a 
way whoUy unnecessary during the use of the slower 
process. 

Clarkson A. Collins, in an article in Prinler*s Ink, 
says: 

101 
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As a boy I had a pet alarm clock, discarded by the 
family for some lack, fancied or real, that did not in 
any way impair its general running or time-keeping 
qualities. After weeks of ill treatment at my hands, 
minus several of Ha wheels and screws, that alarm 
clock still continued to perform efficiently the func- 
tion for which it was designed. 

At about the same period I received a watdi as a 
birthday present. One of my first acts after re- 
ceiving it was to stick my finger, very carefully, into 
its works. The watch stopped then and there — 
stopped for good. 

Here were two articles made for the same purpose. 
Each of them did its work well. But one, on account 
of its coarse mechanism, withstood my rough handling, 
while the other, of deUcate construction, was rendered 
useless at a touch. 

Many manufacturers appreciate as little the differ- 
ence between sales made through personal contact 
and sales made through the written word as I did 
the difference between the alarm clock and the 
watch. 

A salesman can sell goods at a profit in spite of a 
faulty sales plan, a cheap package, a poor letter-head; 
in spite of a hundred different errors, any one of 
which might well spell death to the success of an ad- 
vertising campaign. 

There is no waste in a salesman's work. He goes 
always to a possible buyer. Out of a thousand re- 
productions of an advertisement only one may reach 
a possible buyer. And when the possible buyer is 
reached the spoken word is always more effective 
than the written. The spoken word meets an objec- 
tion instantly. The written word may never meet it. 
The spoken word is reinforced by a smile, a gesture. 
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the dasp of a hand. The written word has nothing 
but itself. 

Since advertising in any form does entail this 
tremendous waste, the manufacturer who intends to 
advertise should put his house ^oroughly in order 
before spending a dollar on the written word. Only 
by so doing can he hope to receive the greatest re- 
sults possible from his advertising. 

The average manufacturer is more of a maker than 
a seller. As a result there is usually much to be put 
in order in the sales side of his house, the side that 
deals with human nature, not with machines and 
materials. 

And it is with the sales side that I shall treat, 
taking for granted that the manufacturing side is in 
order, that the manufacturer is turning out at the 
lowest possible cost an article which performs in the 
best possible way the purpose for which it is made. 

The manufacturer who would advertise must con- 
sider carefully the following factors, making changes 
and corrections when necessary and possible, in order 
to do away with every ounce of friction that is going 
to retard or perhaps wholly destroy the success of 
his campaign: 

1. The Article, Is its appearance attractive or 
otherwise? 

2. The Name. Is it easy to remember and pro- 
noimce? Can it be protected? 

S. The Package. Is it attractive in appearance? 
Is it convenient in shape and size? Does it lend 
itself well to display on the dealers* shelves? 

4. Prices. Are the profits to the trade too high or 
too low? 

5. Distribution. Is it concentrated or scattered? 
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Will it dovetail with an eflScient advertising cam- 
paign of any kind? 

6* Distinctive selling points. Are there any? Can 
they be created? 

7. Business Stationery. Is it attractive and dis- 
tinctive? 

I have seen most of the principles implied by the 
above questions violated without apparent material 
harm by successful manufacturers — non-advertisers. 
I have also seen the non-adherence to any one of 
these same principles constitute in itself the rock 
upon which an advertising campaign, otherwise suc- 
cessful, has been wrecked, or at least had its power 
greatly impaired. 

Advertising lifts the marketing from consideration 
of Mr. Jones's business (which may depend upon an 
idiosyncrasy) to the broad development of the busi- 
ness of a million Joneses (which must depend upon 
fundamentals) in a certain way for a certain end. 

It has done more than just this. It has limited 
and concentrated selling policies, defining claims and 
arguments so that to-day no one will depend abso- 
lutely upon the word of the salesman but will see if it 
agrees with the catalogue of the house. 

It has taken advantage of the definite limitations 
and fixed meaning of the printed work, the obUgations 
of a public announcement, and, by using these to the 
advantage of business, has obliged business to come 
to recognize these limitations and obligations. 

That which is done privately between man and 
man does not recognize these things, but what is 
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done publicly and as a matter of record becomes 
something to be taken cognizance of. 

By the use of advertising business has been obli- 
gated to the development of new marketing ideas and 
new conceptions of things. 

It is not surprising to find the advertising man 
arrayed on the side of service and truth in business. 
Working as he does in media which do not acquire 
any importance from an intonation, where the in- 
nuendo or suggestion cannot be of service, where the 
meaning is fixed and cold, working with such media 
he knows that the service must be greater rather 
than less than its explanation if the business is to be 
permanently enjoyed and permanently increased. 

Furthermore, this force of advertising by its very 
character has so woven itself into the life of the con- 
sumer and is so definitely numbered among his con- 
veniences that it could not be removed. 

In 1911 when the consumer buys, he does the 
choosing. He asserts his particular individuality. 
He expresses his likes or dislikes down to the most 
subtle diflferences. He weighs values between this 
and the brand of a similar product. He discrimi- 
nates, he wants what he wants — ^and he gets it. 

Advertising has made this choosing possible for 
the consumer. In the decades past, soap was soap. 
Wheat was wheat. CoflFee was coffee. Paint was 
paint. Razors were razors. When the periwigged 
consumer of 1811 wanted soap, he went to a drug- 
gist's — or was it an apothecary? — and mildly asked 
for and accepted a cake of soap. Perhaps he never 
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heard of any soap but what was rudely made at 
home. That was all. But the consumer of 1911 
knows that there is Pears', *' matchless for the com- 
plemon'*; Williams*, "that won't smart or dry on the 
face"; Ivory, "99.44 per cent, pure"; Packer's, 
Colgate's, and a host of laundry soaps. Each has a 
very distinct and separate value, and a logical but 
specialized appeal. 

The modern consumer decides whether his com- 
plexion will be improved by Pears', or whether Col- 
gate's will do it more good. Or if he is absent- 
minded and apt to mislay the soap when bathing, he 
will buy Ivory, for "it floats," and is especially 
adapted to the use of absent-minded persons. And 
his wife will decide why she prefers Swift's premium 
to Armour's Star, Babbitt's to Fels-Naphtha, or some 
other product. Advertising has increased the num- 
ber of soaps, because it has made possible a larger 
exercise of the consumer's individuaUty. 

The consumer of 1811, with her panniers and 
pompadour, bought wheat from which to make 
her porridge. But wheat in 1911 is no longer wheat. 
We are living in the bearless age and the breakfast- 
food era. An assortment of wheat foods confronts 
the woman of to-day which would make her ill from 
indecision if she were not the well-poised woman that 
she is — ^Maple Flakes, Shredded Wheat, Grape-Nuts, 
Apetizo, Egg-0-See, Malta Vita, Cream of Wheat, 
Pettijohn, Ralston — ^and these are only a beginning. 

And the son of the periwigged consumer of 1811, 
did he choose his make of razors and collars and sus- 
penders and shotguns? Odd's Bodkins, he did not. 
He was lucky to get any nameless, nondescript, or 
home-made contrivance. To-day his great-grandsons 
choose in just what manner, shape, or form they will 
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be shaved or shave themselves, selecting from among 
at least 100 possible choices. 

Not only has advertising enabled the consumer to 
have a large variety from which to select, and thus 
express his individual taste, but it has educated the 
consumer into being a connoisseur — ^which apt word 
means ''one who knows/' The modem consumer is 
"one who knows." Formerly a man who was called 
a connoisseur was one in a thousand. He was sup- 
posed to know more than his fellows. He was prob- 
ably rich, had traveled, and was an authority on 
matters of art, taste, food, music. When his friends 
wished to make important purchases they came to 
him, because he knew more. 

But to-day advertising tends to make all consum- 
ers into connoisseurs. It has been a great free cor- 
respondence school in merchandise. People without 
taste have been educated into taste by advertising 
campaigns in furniture, wall coverings, architecture, 
clothes, and an endless number of things. Their 
art standards are heightened by such advertisers of 
pottery as the Tecco and the Rockwood. Piano- 
makers have informed them about tone and touch. 
They have learned scientific facts about food values 
(witness the strenuous advertising of the bean- 
canners, the Armour, Swift, and libby concerns, to 
say nothing of the flour, chocolate, coffee, biscuit, 
and endless canned-goods firms). They have the 
best art brought to their notice by the Perry Pictures 
and the Copley Prints. The consiuner of to-day 
is his own connoisseiur. 

It is this quality of knowing what he wants and 
why, that is the best safeguard the modem adver- 
tising manufacturer has. If an advertiser can teach 
a consumer strong, mental reasons why he prefers 
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a certain product, and can make him refuse all sub- 
stitutes, that advertiser has a far firmer hold on his 
trade than any other manufactiu*er. When the 
consumer chooses for himself, and has established 
his individual taste for a certain brand of product 
in preference to all others, he is bound to 'Hake no 
substitute." He is also apt to become a permanent 
customer. . . . 

The Stetson Shoe Company is doing something 
good along these lines. It has issued a booklet on 
"The Right to Know" how shoes are made, showing 
this important fact; the toughest leather is down 
the spine or backbone of the hide, and it wears 
longer and better than leather from the softer outer 
portions. The Stetson shoes, it is explained, are 
made of this part, therefore give better wear than 
shoes not so made. If you want a well-wearing shoe, 
insist on getting shoes made from the backbone 
leather. Such a specific argument "bites" and de- 
velops consumer individuality. Consumers are ex- 
pressing their individuality in the most minor articles. 
Take toothbrushes. The consumer no longer buys 
any old bristles to remove the unsanitary fragments 
from his molars, but purchases a prophylactic, or a 
special design of some sort. 

The merchandizing plans and entire distribution 
organization are being affected by this growing 
consumer individuality. It is going to be the big 
thing for manufacturers and distributors to take ac- 
count of more and more.* 

It is almost impossible to imagine a reversion 
to the time when the one town knew nothing of 
what wa s on sale — ^new, interesting, or valuable — ^in 

**'AdvertiBing as a Business Force/' — CkeringUm, 
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another town^ when fashions drifte 

city to country, when it was years I 

Advertising traveled to the small towns 

aNecM- hour after breakfast the 

to m determine — without getting 

Home — what and where the valua 
can be secured. She needs not to 
market after market, or store after i 
thing she requires; the advertising teU i 
it can be secured. 

A force which could so thorough 
into the lives of the people, and wl 
ciency produce economies in marketi 
careful examination, and to-day adv< i 
more attention than practically an| 
of marketing, and while it is as yet 1 1 
is becoming more thoroughly organize i 

Fundamentally, advertising is basei 

(1) The psychological advantage 
or printed word over the spoken in 
its fixity, and its publicity of record. 

(2) The economical advantage in a 
sands of people at the same time throu 

(3) The organization advantage 
the character and extent of the cli 
from a central point without variai 
having them suffer from local color. 

Based upon these fundamentals 
strated its economical effects upon s£i 
following intermediate factors of use ; 
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(a) As a missionary to prepare the ground for a 
more active campaign, to take away the irksome and 
repetitive part of the salesman's work, and to intro- 
duce the diaracter and standing of the firm. 

(b) As a factor in economically affecting the dis- 
tribution of the product by influencing the consumer 
to demand it of the distributor. 

(c) As a factor in controlling the market by ac- 
quainting the consumer with the service and respon- 
sibility of the seller. 

(d) As a factor in stabilizing the market by en- 
gaging the consumer on the matter so as to limit the 
action of the distributor. 

(e) As a direct selling force by using it to sell the 
goods to the buyer without the intervention of per- 
sonal selling or by bringing the buyer to the goods. 

These items of advertising have been demon- 
strated so thoroughly that they need only be touched 
upon here as the factors through which the value of 
advertising is exercised in connection with the busi- 
ness. 

In many, in fact most, of the cases to which these 

factors apply, some of the work of selling is done by 

the salesman, and the advertising is limited 

^<^"*^'V to its work along other lines. Consequently 

Personal the advertising and selling must be consid- 

U*eS? ered as a part of the same plan of action 

Togaher and as governed by the same policy. 

Ca$e$ Furthermore, as the advertising is the 
public portion of the marketing, the ex- 
pressed and annoimced policy, the statement of the 
advertising will and must express the policy of the 



ADVERTISING 201 

seller and the personal selling effort be changed to 
agree therewith. 

Wherever it has been found possible to introduce 
new forces in connection with any department of 
production or distribution, the introduction of such 
forces has made it necessary to modify the other 
conditions in order to agree therewith. 

In other words, the opportunity to mass or bulk 

treatment has always (upon its introduction) changed 

the other factors to agree with it rather than 

Fixed^ suffering any particular modification itself. 
OwraHoru '^^ Diust be particularly the case in con- 

Mtui nection with selling and advertising. Selling 

S^i being the more indefinite operation, con- 
^Fh^iul *^^^ ^^^ arbitrarily by limiting require- 
ments, can be modified more easily than 
advertising and consequently is changed consciously 
or unconsciously. 

Advertising dealing with a great many fixed 
conditions is limited and controUed by the neces- 
sity of dealing with buyers in bulk, by impossi- 
bility of rapid change, by the fixity and publicity 
of the records, and by the length of time during which 
it is necessary to operate under one policy. These 
limitations, being very definitely fixed and part of the 
necessary operations in which the practice of adver- 
tising is concerned, cannot be broken or modified at 
will to suit the previous conditions of an organiza- 
tion, but the organization itself must be modified 
and changed to suit the requirements imposed upon 
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it by the use of advertising in connection with its 

work. 

This very feature has been one of the causes of 

inefficiency in both the selling and adver- 

Vnim- tising branches of marketing organizations 

*'*'rifeM ^ ^^ to-day. Neither in the selling nor the 

Ftaiurt advertising end has it been understood that 

C^tt»M ^® introduction and use of the force of ad- 

^Jjf}^ vertising requires certain fixed conditions 

to be observed in respect of both, without 

which there can be no hope of the highest efficiency. 

This state of affairs is not to be charged to the 
lack of progress on the part of the selling organiza- 
tion. It is a component due to the lack 
V^J^f of study by the selling organization of the 
Study of new force — ^advertising — and the lack of 
For^ study by the practitioners of the new force 
concerning the requirements, the Umita- 
tions, and the possibilities of the advertising itself. 

As a matter of fact, this failure is to be charged 

mostly to the advertising man himself, who has made 

J. , little attempt to understand the selling 

ike Fault Organization, its view]point, and the work 

AdSuring required to demonstrate the advisability 

j^^\ and necessity of the modifications imposed 

by the new forces introduced. 

Whatever the cause, it is obvious that, so long as 

there is a lack of understanding in the selling and 

advertising branches of marketing business as to the 

fundamental inter-relation of the two, the necessity 
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for their government by the same 
general methods of work, and the i 
investigation, there will be a large w 
be very easily eliminated. 

It is obvious that the fmidamen 
marketing to-day are not due to th 
tising, the use of this advertising t 
of the necessary manifestations due 
involved. 

The policy, the investigation, t 

ideas back of both must of necessit 

an understanding of the cl 

Advertising ing which is due to the SCj 

Cha^"^ production and the exten 

Production trfbutiug area which has t 

the last forty or fifty years 

The idea that the operation of s 
operation between individual buyer 
govern and establish the selling poli 
ization is rapidly dying out, and wit 
idea that selling and advertising a 
distinct arts with very little in con 
ations they are undoubtedly distin 
administration standpoint they an 
the same and should be controlled in 

No consideration of advertising w( 
in any measure which did not tal 
the position which must be filled I 
ing manager in relation to the sal 
the advertising agent's relation tc: 
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turer's advertising department, and the publisher 
or other seller of the advertising service in relation 
to both. 

Inasmuch as advertising may be stated as the 

endeavor to secure a public opinion upon a business, 

a product, or a certain phase of human life 

^^Ui£^ (where the salesman's eflFort is the endeavor 

Public to accimiiilate a large private opinion upon 
qf ^iM^# the matter), the advertising manager of the 
manufacturer's staff is the man who has the 
responsibility for the development of the public ex- 
pression of the particular business with which he is 
connected. 

This means that he must not only affect the public 
opinion but affect it in certain directions and in a 
favorable manner. Naturally, therefore, the ad- 
vertising man who has charge of the public work in 
connection with any corporation must be more inti- 
mately in touch with the public as a whole than any 
other man, more than any one in connection with 
the business requirements would be. He is given 
a prosaic subject, that is, the service of the use- 
fulness of a single article or a series of articles, or the 
development of interest in a single phase of human 
life, and he must present this to the public in such a 
way as to continually arouse their interest, so that 
even although the subject become as familiar as the 
text of the preacher's sermon it has almost the inter- 
est of a baseball score. This must be done not once 
or twice, but continually, so that he must be able 
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to ring the changes on a thousand different methods 
of presentation^ plans, suggestions of service. 

Furthermore, as he understands and must of 
necessity understand the viewpoint' of the buyer 
(that is, the public) he must be prepared to originate 
in one way or another those individualities of service 
which make of the total so large a portion of his ad* 
vertising success. 

In consequence of this it is absolutely necessary 

that the advertising executive connected with any 

manufacturer's establishment or the seUer 

Man MuH ^^ ^Y goods shall represent his business 

^ ^p^V^ from an entirely different viewpoint than 

Ideas to that adopted by the other members of the 

s«ttin/" organization. It is obvious that he must 
(if he is to form public expression of the par- 
ticular business with which he is connected) know 
the limitations and considerations which operate 
to affect the public's opinion of his product and the 
service of his concern. He must further know very 
definitely not only what the concern itself wishes 
to sell to the public, but whether the particular 
policy either in any of its details or in general agrees 
with the public demand or desire, so that it will se- 
cure the utmost value to the concern as well as giv- 
ing the utmost service to the public. 

Because the advertising manager is an employee 
of the manufacturer's organization and is concerned 
with the exploitation of his goods, it does not absolve 
him from his definite duty to the public in interpret- 
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ing to the manufacturer the general attitude of 
mind with which the public will view his product and 
his service, and indicating to him, from his knowl- 
edge of the public, ways in which public opinion 
can be favorably impressed by changes in the general 
poUcy of marketing. 

The statement has been made frequently that 

when advertising is started the concern advertising 

puts up a public declaration of service with 

""tPuuI^ which the actual performance can be com- 

Dedaration pared. It is ouc of the duties of the adver- 

qfScmce \ , 1,1 . 1 

tismg manager to be able to pomt out the 
relation between the statement of this service and the 
limitations of the actual performance. 

It is no wonder that the advertising man and the 
sales or manufacturing executive in business have 
failed up to the present to come to any understanding 
or agreement as to the fundamental requirements 
as to their particidar departments of business. The 
manufacturer or sales executive is absorbed almost 
entirely with the seller's viewpoint. Only when 
there is some obvious discrepancy does he become 
interested in the consumer's viewpoint or in the at- 
titude of the customer. The advertising man, on 
the other hand, having no direct connection with any 
individual, dealing with general opinions in general 
ways, attempting to create public opinion through 
an appeal to the mass, must of necessity be intensely 
interested in all those trifles which affect the atti- 
tude of the public toward a product or its service. 
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These two points of view are both required if the busi- 
ness is to be run along lines which will make it per- 
manently successful and permanently in accordance 
with the people upon the matter. 

Furthermore, these things must be undertaken in 
a company having the selling viewi)oint only, having 
little understanding or sympathy with the limita- 
tions imposed upon the man who would formulate a 
public opinion; consequently he must seeing what 
he requires usually against the prestige, the tradi- 
tion and the habits of mind of the organization look- 
ing upon business from the selling standpoint only, 
whose viewpoint is, consequently, limited largely 
to the immediate results of immediate sales efforts. 
Whereas a man who would influence public opinion 
favorably under such conditions must be figming 
(of necessity) upon results covering a considerable 
period. 

Arthur Brisbane made the statement not very 

long ago that the advertising man has a much more 

- , .. . difficult task than the editor because the 

Task editor can at least choose the subject of 
^^^ his preachment; whereas the advertising 
man is limited in his choice of subject and yet 
must be able to infuse a great and abiding interest 
therein. These, however, are only the public quali- 
ties which must be found in the advertising man, and 
which must be the basis of the advertising depart- 
ment of a manufacturer's organization. Because 
of the fact that the economics of the question enter 
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very deeply into all business transactions and partic- 
ularly into matters depending upon so many factors 
as advertising, the proper use of advertising forces 
in connection with the sale of any product can be 
secured only by analytical study of the economic 
factors which govern the particular and the general 
instances. Some of the factors which must be 
considered in this question are expressed (although 
only touched upon) in the various chapters of this 
book. To these must be added the ability to edit, 
wide grasp of conditions, and continual alertness to 
seize upon those matters of local or general public 
interest which can be woven into the texture of the 
campaign in such a way as to increase the result 
sought.. 

The advertising which is done by any organization 
is in the final analysis the check by which the service 
is measured in the case of all sales. The spoken 
word is subject to too many restrictions; it is too 
easily repudiated The expression of the salesman 
may not find any support when it is put up to the 
house. Furthermore, a certain amount of suspicion 
is always attached to the spoken word, a suspicion 
recognized at all times and under all circumstances. 
A suspicion so generally existent that the statement 
''a man's word is as good as his bond" is worthy of 
note and counted as one of his unusual virtues. 

The printed word on the other hand has always 
enjoyed the largest measure of confidence because 
of the fact that the storehouse of human knowledge 
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has been given to the individual through the ac- 
cumulated printed records which have made it 
. possible for him to secure them, because of 
Word more the fact that 90 per cent, of the printed 
^Jofi* Difl'tter which comes into his hands daily is 
Svohtn intended either to entertain or to inform 

Ward 

him in respect of himian knowledge or senti- 
ment; the printed word is accepted mainly without 
suspicion. The first impulse is to accept it in all 
cases, and it is only because of the lack of confidence 
due to the misfortunes that have come about in 
believing the printed word that any suspicion at- 
taches to it whatsoever. 

The advertisement, therefore, is at once a record, 
a much more credible statement of the firm's service 
AdaeH' ' *^^ * Standard of practice which the con- 
RepTMenu cem in particular has set up in such a 
Concern's Public Way that its performance can con- 
3^p^'^ tinually be compared therewith. A well- 
known sales manager, who has taught and 
trained hundreds of salesmen to very successful work, 
told the writer the other day that one of the best 
ways of getting the attention of a prospect was for 
the salesman to point to a concrete statement in 
some piece of advertising matter which he carried. 
In observing the habits of individual buyers, and 
in the buying the writer had to undertake before he 
became interested in the selling end of the business, 
the catalogue, the advertising matter in connection 
with the product, demanded the buyer's attention 
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most thoroughly. Salesmen's statements were fre- 
quently tested by comparing them with the adver- 
tising of the firm in question, and wherever there 
was any discrepancy the tendency was to give the 
advertising the benefit of the doubt. 

Coupled with this advantage the advertising has 
the tremendous disadvantage of being unable to 
cover the deficiencies in its expression by gesticu- 
lation, intonation, and personal sympathy. Very 
rarely does the salesman explain as thoroughly as 
the advertising the service which a product will 
render. It is not necessary that he should. In per- 
sonal contact between salesman and customer the 
sympathy aroused by such contact, and the added 
meaning given to words and phrases by the facial 
expression, etc., will amplify the inadequacies of the 
actual argument and swing the sale by so many other 
factors of a personal character that the actual ar- 
gument is of minor importance. 

None of these advantages lies with advertising. 
In order that it shall have its full sales value it must 
convey to the public by its impression upon them ex- 
actly what is intended by the advertiser. Each 
word depends for its relation to that impression 
partly upon its expressive capacity, and partly upon 
the ideas with which it is associated in the minds of 
the public to be reached. 

The final result is, therefore, a component of the 
expressiveness of language and the character of the 
audience. 
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When these words are written they are written 
in one atmosphere and in connection with definite 
associations, and may be read by the audience in 
another atmosphere and with different associations. 

The advantage of advertising in this way is at the 
same time its weakness, and the necessity for estab- 
lishing this accuracy of impression precludes any 
possibility of using arguments or himian-interest 
matter except such as possess a general appeal. 

It will be seen that these things require of the ad- 
vertising man more careful analysis of the condition 
of the pubUc and of the character of the service, aa 
well as its expressibility. They also require of the 
business man who uses advertising an agreement he* 
tween the advertising statement and the actual 
service of the goods, which without the pubUc ex- 
pression would not be so. 

It is easy to see that where a salesman over-esti- 
mates the value of a product, his over-estimation 
may be repudiated, and even if he has 
staiem^ done so for several weeks without being 
^^'"^^l** caught, the extent of the damage is com- 
''"^paratively insignificant. 

Wherever there is a discrepancy between the ser- 
vice and the public statement as to the service, going 
out at the same time (going out to millions of con- 
sumers), it is evident that the extent of the damage 
cannot be calculated and the vitality of the impres- 
sion so received may permanently injure the business 
involved. 
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It is natural from these considerations that the 
advertising executive of a manufacturing establish- 
ment should push with a great deal of energy the 
idea that service and statement should go together; 
that misleading public statements, fake methods 
of publicity, etc., are injurious, and suflSdently in- 
jurious from a business standpoint to make their 
elimination important. 

It is not only that the several hundred thousand 
or several million consumers who have noted the 
discrepancy between the statement and the service 
become a liability instead of an asset to the business; 
but their confidence in all advertising matter of 
any kind is lessened so that every other manufacturer 
who is taking advantage of the advertising force is 
losing directly a certain amount of the virility of that 
force — ^and indirectly because of that the men who 
live by advertising entirely — ^that is, the agents» 
publishers of periodicals, etc. — ^are permanently in- 
jured in the possibilities of business expansion. 

THE ADVERTISING AGENT 

In the earlier days of advertising (when it was 

customary to pay the salesman by commission in 

Aaeni First co^^^ction with all kinds of business) pub- 

a Space lishers were willing to accept advertising 

Broker • a # • • i ^ 

contracts from commission salesmen of more 
or less free-lance character. 

These salesmen foimd that one of the difficulties 
in connection with advertising was the fact that 
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even when a manufacturer was wi 
he frequently knew nothing about 
of this matter. Gathering consid 
in connection with the writing of < 
the public, the brighter of these a 
found it to their advantage to ad 
copy to the service for the manuf ac 

As time went on the position < 
independent commission agent b 
portant. First, because of the an 
which he was able to bring the pul 
because of the fact that the contro 
put him in a position to dictate to t! i 
thirdly, that the manuf actiurer was 1 1 
the subject of advertising and prefei i 
the hands of these specialists. 

Because of this position, as a m 
of the rapid extension of the businc ! 
^ , growth in the use of this 

Other Ser- the advertising agent to L i 
^* to spend whole approprial 

or no control by the manufacturer, 
of this work he accumulated a cons 
of experience in connection with thi 
advertising media, with the requircD 
ous classes of business, and the su 
tions in hundreds of different campa: 

Consequently, if the agent has ana 
the experience which his business hai 
him, he possesses information valual 
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tiser and which the advertiser should be glad to 
recognize. 

This is true, also, in connection with his develop- 
ment as a copy writer. In some of the agencies, 
either as individual producers or as departments, 
has been developed some of the finest copy in the 
last twenty years, gathering the most attractive 
artists and the best layout men, and working these 
upon so many different campaigns involving so 
many different views of human nature as to afford 
very valuable possibilities from the standpoint of 
copy service. 

There is only one discounting proviso to all this 
value of the agent, and that is the fact that he is 
paid upon the basis of a percentage of the expendi- 
ture, and this pay even is not controlled by the ad- 
vertiser. The disadvantages of this system are 
obvious. 

1. There is no way in which the advertiser can 
hold the agent to the full service which he has prom- 
ised, so that the agent who is attempting 

Disadvan^ to give scrvicc, which his experience and 
Ager^s Organization will entitle him to give, does 
Position not stand out as he should do from the other 
members of his fraternity. 

2. It means that the validity or otherwise of the 
agent's service is in the hands of the seller. In no 
other department of business does the buyer permit 
the seller to judge for him as to his requirements, and 
it is obvious that sooner or later modifications must 
occur in this method. 
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S. The fact that the remuneration to the agent 
for service does not depend upon the advertiser has a 
tendency to make it impossible for the agent to be 
graded, as he should be, by the service he gives, and 
consequently there is a tendency for all service to be 
superficial, largely because there is no way of proving 
to the advertiser the fact of careful and conservative 
work. 

This condition of affairs cannot be charged to 
any particular branch of the advertising business. 
It is a natural condition by reason of the develop- 
ments in the case, and dating much further back 
than we commonly consider, having been in existence, 
at least in Great Britain, for a great number of years. 
Neither is it probable that any readily made change 
could be substituted in the present arrangement 
without creating more disturbance than would be 
justified by the value of the rearrangement. It is, 

however, distinctly a disadvantageous posi- 

p*wf^ tion for both the agent and the adver- 

Based upon tiser, the advantage, if any, being entirely 

E^t With the publisher. It is based upon un- 

soimd economics, and there can be no ques- 
tion that a gradual revolution will result and change 
the general conditions so that the advertiser will 
have some control over the service which is rendered 
to him, and in this as in all other lines of business 
the buyer will determine the conditions of service 
and will not submit to these being imposed by the 
seller. 
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OTHEB SELLERS OF ADVERTISING SERVICE 

All the sellers in connection with advertising are 
selling service. In the novelty or specialty field 
alone is there any approach to the selling of a com- 
modity or an article, and in these cases it is not the 
article which is of value but the advertising service 
which may be rendered. 

In the matter of advertising service — ^that is, the 

media through which the advertising forces shall be 

directed upon the public — the intrinsic 

Sell Adoer- value of any particular class of media is so 

j***?^ small a portion of its total value to the 

Service , '^ 

advertiser that the writer has considered 
these not from the standpoint of media but from the 
standpoint of service to be sold, and the position 
which should be taken by the seller of the service in 
each case. 

As a matter of fact, all media which will direct the 
attention of the public to the service thus rendered by 
the advertise are good advertising media under cer- 
tain circumstances and given certain premises to 
work upon. The proposition however, must be such 
that these forces can be used from an economic 
standpoint. That is, that the expense involved will 
reach the highest efficiency of return practicable, and 
provided that they fit in with the policy of mar- 
keting. The question of the particular character, 
authority, and public value of each particular medium 
of any given dass enters into its advertising service* 
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The extent to which the medium itself is constructive 
or destructive (not from the standpoint of opinion 
but from the standpoint of fundamental principle 
and character) 9 the agreement between its general 
standing and the particular service to be advertised, 
and in fact the pos'tion which it holds in the public 
eye generally, have a bearing upon the value of the 
service of that particular medium. 

Consequently, if the matter is considered from the 
standpoint of service of the seller, the value of the 
medium itself will be involved in the consideration. 

NEWSPAPERS 

The intrinsic value of the newspaper as a means of 

formulating public opinion is probably as great as 

J . . any other medium in existence and as fun- 

Value damental. The desire for news is so deep- 
^ seated in human nature that it is probable 
the medium which deals in news would be the last of 
the reading matter to be discarded by any human 
beings capable of understanding. If the other por- 
tions of service rendered by the newspaper agreed in 
character with the fundamental and intrinsic value it 
would be infinitely more powerful as a medium of ad- 
vertising than it is in the present case. 

Newspapers have always been credited with form- 
ing public opinion to a large extent upon any ques- 
tion. They have been content, however, to rest 
upon the fact that there is considerable intrinsic 
value in the newspaper and have neglected to work 
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out the service which must be developed if the me- 
dium is to reach its proper importance with the ad- 
vertiser. All that this, or any other, medium can do 
for the advertiser is to provide a certain audience 
and give the advertiser an opportunity of speaking 
to this audience a certain number of times, for a 
certain amount of money. Until very lately the 
newspaper has been unwilling to state the exact 
amount of its audience, so that in this respect the 
advertiser was buying an unknown and uncharted 
service. Similarly, the amoimt of money to be 
paid for reaching this audience was an unknown 
quantity, depending upon the private bargaining 
between the individual advertiser and the paper. 

It is obvious that after the audience has been gath- 
ered together for the advertiser some of them will go 
to sleep and some of them will be interested in the 
sights and sounds from the outside, and 
Doe9 im only a certain proportion will pay any at- 
^^%^^t ^^^^^ to his message. This, however, does 
note OM to not say that the publisher is performing the 

„ ^'^^^ - best service for the advertiser when he in- 
sists upon introducing a serious proposition of a 
quality character in between the considerations of 
the fake magician and other vaudeville items. 

It is true that there is no place to get the effect 
of a hynm, properly sung, like the middle of a vaude- 
ville show, but probably none of the audience go out 
and buy Bibles on the strength of it. 

There may be an added contrast by the magician 
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and the serious business proposition, but there is no 
added service in the fact. It is about like expecting 
the professor of economics to secure a hearing after 
the comedian has just gotten off. 

The newspaper reaches all classes and all types of 
people. Its greatest strength lies, therefore, in the 
service which can be rendered to articles of general 
consumption. Inasmuch as from 80 per cent, to 
90 per cent, of these articles have their buying influ- 
ence through women, the service which the news- 
paper can render is only at its best when it secures 
the home audience. 

No one who has studied newspapers at all carefully 
can avoid the conclusion that they have altogether 
neglected the possibilities of service which lie in this 
direction. As a matter of fact, the newspaper is a 
great advertising medium, bound indissolubly with 
the local community life, having a great bearing upon 
the strength of the public opinion in respect of any- 
thing in that particular locality. 

It has, however, apparently allowed itself to become 
the cat's-paw of so many people whose piurposes are 
against the permanent value of the newspaper that 
it has permitted its service, its creditability, and its 
character to be clouded by the existence of these im- 
toward features. 

MAGAZINES 

The term " magazines " has generally been used in 
advertising circles to differentiate these publications 



aao NEW BUSINESS 

from those which are practically devoted to news mat- 
ter or to special interests. They include, therefore, 
those publications — either weekly, monthly, 
^y^oal ^^ quarterly — which are devoted to enter- 
Exisruian taining, educational, and other matter of 

Hahii^ the kind, general consideration of current 
topics, special attention in all kinds of fields, 
which, in short, comprise popular writings of a more 
or less literary type, according to the individual maga- 
zine and the audience, for leisure reading. 

Magazines are, therefore, the outcome of an ex- 
tension of the reading interests of a people from the 
happenings and news of their particular locality 
through general information in regard to the world at 
large, through historical items and entertainment in 
the way of fiction and humor. The very univer- 
sality of the desire for news indicates its position as a 
primary factor in the reading education of a public. 
Leisure, the desire for knowledge, the widening of 
interests, the fondness for reading, entertainment, 
etc., which grow with the outlook and with the other 
general education and experience of a people, call 
for further reading matter than that supplied by the 
daily or weekly newspaper, which reading matter is 
currently supplied by the magazines. 

The magazines* public, therefore — ^that is, the peo- 
ple to whom the magazines circulate — ^represents a 
smaller portion of the public who buy than that repre- 
sented by the clientele of the newspapers. This pub- 
lic, however, has undergone a sort of natural selective 
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process, so that its circulation represents an audience 
which has both the leisure and money to buy and 
sufficient education to appreciate the type of reading 
which it gives. 

The magazine must, therefore, be viewed from an 
advertising standpoint from the f oUowing conditions : 

1. Its circulation is commonly scattered over a 
considerable portion of the coimtry and consequently 
it is without the territorial limitations akin to those 
of the newspaper and as a corollary lacks the terri- 
torial strength. 

2. Inasmuch as it provides mostly leisure reading, 
it has little or no value from the point of view of 
timeliness, it is not of to-day for to-day, and its 
strength as an advertising medium in molding public 
opinion is not on account of rapidity of action. 

S. Quite commonly the writing of those who are 
best known to contemporary fame as writers, appeal- 
ing to all types, but mostly to the great body which 
is conunonly termed ^'middle class," excluding the 
very poor and the very rich, enforcing a larger view- 
point, the magazines command and naturally give 
to the advertising contained therein prestige, the 
prestige which bdongs to the famous writers, the 
matters of wider interest or more thoughtful consid- 
eration contained therein, and which must always 
belong to the world view or national view as against 
the community viewpoint. 

4. It has been stated that newspapers are valuable 
largely for concentrated intensive work locally, and 
more or less rapid stimulation of sales. The magazines , 
on the other hand, are useful chiefly for acquirement 
of prestige, for the establishment of extensive, nation- 
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wide publicity^ with the impression of quality gained 
by association with their particular characteristics. 

The uses of the magazines should be thoroughly 
understood in order that work will not be imposed 
upon them which they are not fitted to carry out. 

TRADE AND CLASS JOURNALS 

These are journals devoted to the exploitation of 

some particular interest either in trade or other 

classifications. They have somewhat dif- 

Business ierent functions to perform than any of the 

Spectahsa- classes of periodicals mentioned. 

It should be noticed that these journals 
are instituted, first and primarily to give information, 
and in some cases, secondarily, to entertain. How- 
ever, as advertising media their value must be based 
upon their f imction of giving information to those en- 
gaged in the pursuits represented, or those who are 
interested in the particular classification for which 
they are published. 

The points which should be considered in regard to 
the value of this class of media for any campaign are: 

1. The value of the information contained therein. 

2. The extent to which the circulation is limited 
to the class for which the periodical is published. 

It is very necessary that in these cases the au- 
thority for the information given for the magazines 
should be practically unquestioned, as the sole func- 
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lion which makes the trade or class journal of value 
to the advertiser is its ability to give information 
to the reader which is of value to him in his particular 
pursuit. Given the above conditions, however^ the 
trade journal is practically a necessity in all cam- 
paigns where it is an appeal to a special class or trade 
for the following reasons: 

1. The magazine being considered as a means of 
acquiring information about those matters in which 
the audience is particularly interested, the desire for 
such information should naturally, and will, under 
proper conditions, extend over into the advertising 
pages, making the advertising pages of such a proposi- 
tion a matter of real moment instead of casual interest. 

2. The waste is largely eliminated because the 
character of the paper naturally limits its audience 
to the class or trade for which the subject matter is 
intended. There is, therefore, no tendency to the 
accumulation of circulation which will bring no 
results to the advertiser. 

S. The media contained in this class have by far 
the largest influence in proportion to the circulation, 
because of the fact that tibey deal direct with the 
distributing factors, or with those technically in- 
formed factors in connection with the sale of any 
product, which are least influenced by the material 
and information used in developing the public 
opinion among the general classes. 

OUTDOOR ADVERTISING 

The sign is not only the oldest form of advertising, 
but it has been so closely identified always with the 
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informing of the public in r^ard to a time and place 
and definite happenings that it presents a special 

Oldest Form "^^^^^^^ value. Services of a religious char- 

of acter, announcements of political meetings^ 

pertmng ^ ]^j^^ Qf matters of general interest were 

made known to the public by reason of outdoor ad- 
vertising in the form of bills posted on the walls or 
painted in convenient places. 

It has the advantage of giving an incentive to 
action, of being very flexible, and of being a very 
good local stimulus. Furthermore, the service which 
the outdoor advertising man has given in scrutiniz- 
ing the company which an advertisement is to keep 
has been so notably in the direction of amplifying 
the intrinsic value of the medium itself that outdoor 
advertising, as it is presented to-day, represents as 
much as any medium a full measure of advertising 
service. 

It has two very important disadvantages or ob-- 
jections connected with it which are apt to grow as 
time progresses. 

Display advertising of all kinds and particularly 
outdoor advertising is coincident with a more or 
less uneducated taste in matters of art and in matters 
of acquiring information. The Greeks regulated 
the cries of street peddlers because they were suffi- 
ciently sensitive to harmony, and the sensational 
writing of the large newspaper headline, the big 
advertising display are associated with the younger 
development of a nation or a race and begin to be 
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restricted as the nation gets older and more sensitive 
to those things which make for discord. 

This does not mean that outdoor advertising will 
suffer in importance as a medium of publicity^ but 
there can be little doubt that it will natiu*ally alter 
its conditions. 

The second objection, which is more material at 
the present moment because it is more immediate, is 
the difficulty in measuring the value of the particular 
location or deciding how much advertising of this 
kind is necessary to accomplish a certain object. 
This makes the buying of outdoor advertising a 
matter of speculation to a larger degree than pe- 
riodical media. 

OTHER FORMS OF ADVERTISING SERVICE 

The practice of advertising on 'buses carrying 
passengers in the cities of London and Paris has 

been carried on a great many years, and this 
Cm practice is undoubtedly the f orenmner of the 

practice of using the spaces inside street cars 
for advertising. In Europe, where a great many 
double-deck cars are used, it is customary not only 
to use the inside but a portion of the outside space 
for advertising. The advertising, however, in this 
country is confined to the inside of the car. Such 
advertising is valuable on account of the fact that 
people are obliged to stay in the car for a certain 
length of time, greater or less according to the re- 
quired journey, and that during such period a por- 
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tion of the passengers, being without anything else 
to occupy them, will eicamine the advertisements to 
be f oimd in the car. The work which has been done 
with different types of advertising is a sufficient 
indication that this theory is correct and that a 
sufficiently large proportion read the street-car cards 
to make the advertising a paying proposition. The 
functions of a street-car card from an advertising 
standpoint are much the same as those of a poster, 
except that the people have more time in which to 
examine the advertisement and are sufficiently close 
to it to allow of a certain amount of the copy to be 
used in connection with it. 

The street-car advertising partakes of the value of 
the poster advertising from the fact that it is, in 
common with the other form, the most public method 
of making an announcement. There is no place so 
public as the highway. In fact, there is no place 
which so entirely becomes the property of the whole 
people as the highway, and consequently there is no 
method of making a public announcement which is 
comparable to the poster or street car from the stand- 
point of its democratic appeal to the general public. 
All other classes of media discriminate to some 
extent in their audience, the discrimination being 
largely according to the price of the ticket and the 
character of the entertainment. The general public, 
without discrimination, without natural or artificial 
processes of selection, is admitted to only one or 
two classes of advertising, and prevalent among these 
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are the street cars. There is, of course, a slight 
measure of discrimination even in the street cars due 
to the fact that there is an entrance fee, but that has 
been based always upon the ability of the vast 
majority of the total population to pay, and it is a 
discrimination only to a very minor degree. Just as 
the highway is the most public place, so the general 
conveyances on the highway are the nearest ap- 
proach to the most public means of getting about. 

This f eatiu"e of street-car advertising is at once its 
strength and its weakness, imposing upon it certain 
limitations in respect of the products for which it 
can be used, and at the same time for those products 
for which it is valuable, securing an advantage which 
does not belong to many forms of advertising. It is 
obvious that the very fact that there is little or no 
discrimination as to audience, etc., in connection 
with street cars, they will approach maximum effi- 
ciency as a medium only when the proposition with 
which they have to deal is used in an equally general 
way. 

There are a great many articles required for some 
detail or other of life which are used by almost 
everybody, or at least by a sufficiently large propor- 
tion of the population to make the residual waste 
negligible. For such articles there is no doubt 
that the street car is particularly valuable as a pub- 
lic announcement form of advertising because of 
its lack of discrimination in respect of passengers, 
and consequently the ease with which the informa- 
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tion is transmitted to all types and all classes of 
people. 

It is obvious that the smaller the proportion of 
general population who use the particular article 
under consideration, the larger the amount of waste 
in advertising in the street cars, so that the question 
of efficiency of street-car advertising in respect of any 
particular commodity really resolves itself largely 
into an economic problem, as the conditions of this 
advertising are so simple and so readily determined 
that it does not partake of the intermediate factors 
which are to be considered in some of the other cases. 

It is true that it is complicated by one or two other 
factors in the final analysis of its efficiency, but these 
other factors do not affect its comparative efficiency 
for the advertising of one product against another, 
they affect only final efficiency of the media in respect 
of the theoretical ideal. 

It is evident, for instance, that only a certain 
percentage of the passengers in any street car or 
community conveyance of the type are sufficiently 
unoccupied with other things to read the advertising, 
so that there is a loss of efficiency due to that fact. 
If we were to find out, for instance, that the average 
ride of the passenger in a street car was ten blocks, 
and that the average number of passengers per car 
per day was 5,000, then each advertisement in each 
car should bring the products to the attention of the 
5,000 people for a period of time sufficient to travel 
ten blocks. As a matter of fact the number of people 
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toreadtheadvertisementsis undoubtedly a very small 
proportion of the S^OOOy and a number of those do 
no more than glance at them. Furthermore, it is 
evident that the position of advertising in respect of 
seats wiU have a certain amount of bearing upon the 
reading of it, so that cars with cross-seats may be 
less efficient than cars with seats the long way of the 
vehicle. 

Similarly, where there are no outside attractions as 
in the subway and underground car lines, it is prob- 
able that the efficiency of advertisements will be 
increased. But these questions of efficiency relate 
to the possibility of increasing the general usefulness 
of the street car or of considering its general useful- 
ness, and do not relate to the function of the street 
car in respect of its limitations as an advertising 
medium in regard to the product for which it is 
valuable. 

It is obvious, for instance, that the number of 
stationary engineers in respect of the total popu- 
lation of a city is exceedingly small, and that 
while we would expect practically all the stationary 
engineers at some time or other to ride in the 
street car every week, it would be an economic 
absurdity to use the street car to advertise to the 
stationary engineers for that reason, because we 
would have to pay for advertising to a large majority 
of the population although all we need is a small 
minority for effectiveness. On the other hand, if we 
are advertising a good, ordinary toilet soap suitable 
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for almost every one's use, we can be pretty well 
assured that those people who have 5 cents to pay 
for a street-car ride have enough money to buy the 
soap and that they are all accustomed to its use, so 
that the very fact that all these different classes or 
divisions of the population ride in the same car is 
an advantage to the advertising of this particular 
product. 

The possibilities of the street car do not include 
much of a highly educative character in the way of 
creating a demand because of the limitations which 
must be placed upon the copy, and of the way in 
which the street-car advertising must partake of the 
general character of the poster. As a matter of 
fact, its advantages do not lie in that direction, as 
they are distinctly due to the public character of the 
vehicle and consequently the publicity of its an- 
nouncements. 

BOOKLETS AND OTHER PRINTED MATTER 

With all the general advertising media which can 
be used to make public the service which any con- 
cern has to offer, the use of these general media is 
almost always inadequate to develop entirely the 
argmnents, the valuable points, and the informa- 
tion in regard to the service for which the public's 
patronage is sought, so that it has been customary 
as a valuable part of the advertising scheme of prac- 
tically all such concerns to issue books, folders, and 
other forms of printed matter which contain in more 
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or less detail the fully develop( 
considerations in respect of the sen 
These booklets and items of prii 
all the way from catalogues cove i 
articles and costing several dollar 
to the two-page or four-page annoi 
which is capable of stating only oi 
ment and which costs from $2 to $ 
some cases the service has beei 
matter and covers so much technics 
been necessary for the concerns ii i 
cally write text-books on the sub] 
the connection between the genen 
service to be rendered by the firm i i 
be thoroughly understood. 

Mail-order catalogues involving 
transmitted to millions of people 
combination the work of thousands i 
the utmost care in selection and rev 
should be no errata of consequei i 
with descriptions or prices. 

The demand for quality print 
shall express the services to be r i 
dealing in high-class materials of 
portance has demanded the use of : 
nuity on the part of the artist an 
endeavor to secure the eflFects whic i 
la ted to produce the results. 

In this respect, as in every othi 
vertising, the particular piece ol 
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competes not only with those which may offer a 
competitive service but with all other pieces of 
printed matter distributed to the same people. The 
continual competition for attention and interest has 
resulted in a revival for commercial purposes of 
all the artistic possibilities of printing which were 
formerly used only for restricted editions of special 
books. Modem color process printing, the intaglio, 
the rotogravure, the offset, and other forms of print- 
ing have increased the possibilities of illustrating 
work and revolutionized the whole atmosphere of 
artistic printing. The incentive of this continual 
progress has mainly been an increased improvement 
of the commercial printing due to the demand among 
advertisers. The catalogues of some of the auto- 
mobile, jewelry, and dry-goods concerns in the char- 
acter of the printing, the artistic make-up, and 
illustrative work, are second to nothing which is 
being produced for the book or general trade. 

All this, together with the importance of the 
printed matter in advertising due to the personal 
interest which may be aroused by its distribution, 
have combined to make printed matter a special 
department of the advertising business, so that in 
all large organizations its development is in the hands 
of men who are specializing upon it. At no stage 
in the development of printing has it been possible 
to secure as many effects with as little difficulty as at 
present. None of the earlier forms of illustration have 
been lost^ and they can be produced to-day as easily 
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as at any other time, so that it is poss I 
advertiser to suit his particular subject 
the make-up, paper, and style agreeable i 
the subject but to the period to which i 
The enormous increase in the flood of prij i 
which reaches the larger part of the bu* 
has made it necessary to specialize not ; 
subject matter but in the make-up, styb : 
tration, so that there will be more opp; 
reach the attention of those people who ar ! 
in the subject. 

Printed matter performs functions 
hardly be performed by any other of : 
forms of advertising. It is general in 
printed and partakes of the stability and 
of the printed word and so becomes pul 
public value. It is distributed, however, j: 
personally, so that its general value must 
panied and enhanced by the personal ii 
the application of the argument, its sto: 
service to the individual needs of the 
recipient. It must, of necessity, therefo; 
more intimate, entering more fully into tl 
ities of the proposition with which it hi 
oonsideringthe arguments and objects moi 
securing a greater, or, rather, an extende 
of human interest, and above all it ni 
in its very appearance and atmosphere tl 
character, and general surroundings of tl 
tion and the concern who issues it. Ja 
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intimacy of the latter, it possesses ia its place the 
added stability arising from its public and printed 
form and from the possibilities of harmonizing the 
appearance and make-up of the proposition itself. 
It is a highly technical portion of advertising, in- 
volving a great many considerations which demand 
special attention, and its importance is such that it 
is necessary in practically any campaign, and fre- 
quently the follow-up of prospective customers from 
the inquiry induced by a space advertisement to the 
sale depends largely upon the efficiency and character 
of the printed matter. 

In the course of the development of large organiza- 
tions deahng with customers in large numbers and 
having employees in corresponding propor- 
^^ tions, some means had to be found of keep- 
ing the customers in close touch with the 
concern, with its developments, new purposes, and 
policies, new additions to its service, etc., so that 
such customers should be held to their fullest possi- 
bility. 

Similarly, the subdivision of the organization into 
a great many different departments and branches, 
and the consequent impossibility of the average em- 
ployee getting any idea of the ground covered by such 
an organization as a whole, brought about the neces- 
sity for finding some means of keeping all such em- 
ployees in touch with the work done by different 
departments, with the purposes of organization and 
with the ideas behind it. For both these purposes 
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the general issue of printed mat 
tended to interest prospective cus i 
to be inadequate and hardly to th 
form of booklet varying in its sugg ! 
well as atmosphere had to be cc i 
purpose. Inevitably matters whic 
in one booklet had to be considered 
booklet, and consequently in many i 
lets sent to those who were alre^i 
employees developed into periodic i 
continuity could be preserved, so 
continuity could be impressed, anc 
could be taken up currently in r 
many diflferent subjects. 

In order to distinguish such iter 
odicals issued by publishers they we i 
organs," and their importance in 
world to-day is indicated by the « 
large committee in the Associati 
Advertising Managers to deal \« 
alone. 

In respect of the customers w] 
tried the service of a concern (pi\ 
those customers buy the goods for 
the materials are used technicall; 
with many manufacturing conditi 
quently subject to further impro 
use as the factors become known) , a:i 
of the employees who are connectec; 
ization of the concern, two ideas a:i 



836 NEW BUSINESS 

importance in order to secure tlie greatest efficiency: 
One is continuity of the relation; and the other is 
the cooperative aspect of it. It is obvious that 
neither of these two things can be properly secured 
by a series of books or pieces of printed matter which 
are complete in themselves, and which do not ex- 
press the ideas of news, of current discussion, or of 
future development. The periodical form is abso- 
lutely necessary in order to express these two points 
— ^that is, cooperation and continuity. This is par- 
ticularly the case where the investigations of the 
concern or the development of its sales organization 
naturally bring to it information in regard to its 
service or the position of its customers which can 
be used to advantage for them and by them. It is 
obvious that any concern serving thousands of cus- 
tomers at the same time must in the course of its 
daily business collect items of information in respect 
of the use of its products which are not known 
to many of its customers, but which disseminated 
through the medium of a house organ can be of great 
service in keeping such customers favorable to the 
concern and cooperating with it. Similarly in large 
organizations there are always matters in one de- 
partment which could be profitably known by other 
departments but which will scarcely become known 
unless they are aired through some general medium. 
For specific purposes, therefore, in connection 
with internal or external organization, the house organ 
has a definite place to fill and has an important part 



ADVERTISING 

in many advertising campaigns. It is o 
wherever it is used its importance cann 
estimated because it will only fulfil its p 
vided it is made up and edited with the i 
and intelligent judgment. Advertising i 
in its April, 1914, issue, has a discussio 
house organ as applied to employees. Tl 
in some firms it has been f oimd worth wh 
as much as $S0,000 a year in order to w< 
ployees together is an indication of the va 
a media in working out these things. 

Similarly, the fact that house organs tc 
are used by many concerns that cost 
$60,000 to $70,000 in some cases is an 
of the place which may be filled under fav 
ditions by special media of this kind. S< 
started as house organs have finally dev( 
independent media, or somewhat independ 
although there is no question that in doi: 
have to some extent lost the value whicl 
inally theirs. They may have accumu 
values, but the original purpose can only 
by an organ which is definitely the mou 
the concern and of the concern alone. 

PBEMTUM SCHEMES AND NOVELTI] 

From time immemorial it was customa 
merchant dealing with his patrons to il 
little gifts on appropriate occasions to c< 
good-will which existed between them. 
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custom was eictended to prospective customers and 
was no doubt inspired by the instinctive knowledge 
on the part of the merchant that a certain number of 
prospective customers would have a sense of obliga- 
tion from being the recipient of the favor. 

The general extension of this method of attracting 
customers or of cementing the bonds between old 
customers and a concern brought around the condi- 
tion that in some lines of business it was practically 
impossible to sell goods without establishing a pre- 
mium of some kind, so that instead of fulfilling its 
original purpose as being an additional value given 
by the merchant in a particular case because of his 
good-wiUora sense of the importance of the customer, 
it was looked upon as a part of the value of the goods, 
and without such a scheme the public felt that they 
were being defrauded. 

To whatever extent premiums or prize packages of 
any kind are of value when they are of such general 
occurrence and obligatory upon the merchant, it is 
evident that they do not fulfil the original purpose, 
and they must be considered from an entirely dif- 
ferent standpoint if they are to be considered at all. 
It is true that there is a deep instinctive desire on the 
part of practically aU human beings to get some- 
thing for nothing, but in order that premimns shall 
be considered as something for nothing they must 
lie outside the calculated values and represent an 
addition to what could be secured in any other case. 

Ptobably the persistence of premiums in some 
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lines of trade is simply due to the fact that 
become so deep-rooted as customs that it ! 
to eradicate them and at the same timi 
customer the proper impression of vah : 
are two considerations, therefore, in deter: i 
functions of a premium — the one considt ■ 
volves a line of business where premiums ! 
been given before or where they have been : 
to a limited extent and covering limited pr< | 
In these cases additional values may be su| ; 
the use of premiums, and the function of th< 
is to attract trade by such suggestion of vi [ 
would otherwise be lost to the particular i : 
The second condition relates to those line \ 
ness where premiums have become so gene • 
much a part of the method of doing busines • 
advertiser may be forced or consider himi i 
into schemes of this kind because the pu : 
come to consider such premiums a part of t 
lar value and to feel themselves defrauded j 
not secured. 

The functions are entirely different ai 
seen. In the first case the use of the pii 
intended to extend the business, and in tli 
case the premium is intended to insure the 

NOVELTIES 

The use of novelties, of course, is an entir i 
ent branch from the old good-will gift of 
chant. The novelty still remains as a gooc 
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from the manufacture to his customer, or as an 
attention getter to a prospective customer, by reason 
of his securing something not usually associated with 
the ordinary publicity. The function of the novelty 
lies in the possibility of adding a certain touch of 
individuality. 

Advertising suffers from the limitation that it is 
almost impossible to get any personality into it, 
and as business in the average takes a large account 
of personality in all its dealings, there is an unfortu- 
nate limitation in the average method of advertising. 

Even the customer when dealing with a corpo- 
ration has more or less in mind a suggestion of per- 
sonality in the transaction. 

The average advertising man is unable to bring 
to his work much personality because he makes his 
address to millions at the same time, in the same 
words; and it is impossible for him to take account 
of their idiosyncrasies and differentiation. 

Specialty advertising, however, sometimes achieves 
a touch of individuality. This is necessary for the 
dose relation between the buyer and seller. It may 
even, in some circumstances, be an added touch of 
genius which converts the ordinary selling campaign 
into something unusual. It depends altogether upon 
the particular character of the specialty, the occasion 
for which it is made, and the way in which it is 
distributed. 

Inasmuch as the specialty is an expression of in- 
dividuality and an expression of the personal relation 
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between the buyer and seller, it should as far as possi- 
ble tie-in with the individuality of the company or 
concern using it. It should not be of too general a 
character so as to lose its appeal to particular sellers. 
Neither should it be distributed upon all occasions, 
because, under those circumstances, the very feature 
of individuality for which it was gotten out is lost. 

Further, a great deal of its value depends upon 
the appropriate character of the specialty for the 
occasion for which it is used. Not all occasions will 
allow of the same character of specialty, nor will all 
methods of distribution allow of the same character 
of specialty, and men who use or intend to use 
specialty advertising, in order to add a touch of per- 
sonality or individuality, must invest it with this 
characteristic — must express this individuality about 
goods which can be bought in such quantity as to 
make their distribution a commercial proposition. 
Therein lies the chance for a little touch of genius. 

Of course these indications of the forces to be used 
in advertising in connection with the seUing of any 
product do not go into the technical limitations 
of the advertising operations or the governing con- 
ditions of such operation, except in regard to the ques- 
tion of the fundamental force itself and its mani- 
festations. These, however, can be easily secured 
by reference to some of the numerous books upon 
advertising technique and operation which go into 
these matters very thoroughly and in a way which 
could not be undertaken in a book of this character. 
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CoLiiATERAL Texts: '^Advertising as a Business 
Force," Paul T. Cherington; "Modem Advertising, 
Calkin and Holden; "Psychology of Advertising, 
Walter Dill Scott; "Principles of Appeal and Re- 
sponse," H. L. Hollingworth; "Analytical Adver- 
tising," Schryer. 
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DIVISION IV 

INDIVIDUALISM. EARLY OCCUPY! 

DEVELOPMENTS 



CHAPTER X 
iNDiviDnALisM, Earlt Occupationaii Deved- 

OPMUNTS 

Historical — ^Tendency to specialize — ^Individual condi- 
tions under hand labor — Skill of individual his own — 
Individual worker now valuable for his mass work and 
not his individuality — ^Troubles between employer 
and employee not economic — ^In industrial affaurs in- 
dividual has been disregarded — ^Danger in absence of 
individual attention — Compromise essential — Com- 
promise an individual matter — Organized masses and 
the law — ^Responsibility of organized masses — Lack 
of individual sense of responsibility in voting — ^No way 
of enforcing a contract between masses. 

HISTORICAL 

IN THE earliest days of commerce when barter — 
that is, the exchange of the surplus of one in- 
dividual for the surplus of another to supply 
corresponding deficiencies — was practically the limit 
of its working, the family as unit of population was 

Di aii /^^^^^^^ ^ ^ everything from farmer to 

/m2tVu2ua/ manufacturer. The spinning and dyeing 

Marked ^' cloth, the curing of skin, the making of 

Early weapons, etc., all were taken care of by 

** each individual household. The several 

civilizations as they grew showed themselves in a 

245 
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tendency to specialize occupations. The family no 
longer made its own weapons; these were made by 
the armorer. The tanner, dyer, spinner, weaver, 
furniture maker, potter, miUer, and other workers 
gradually reduced the diversity necessary to the in- 
dividual household, at the same time increasing the 
diversity of work undertaken by the people in gen- 
eral. 

The organization of industry in every progressive 
stage of civilization has been exemplified by an 

Tendencu ^^^^^^^^^ subdivision of Operations neces- 

to sary to production, and an increased special- 

P^^'^^^ ization upon such subdivisions so that the 

diversity of work required from any one individual 

was continually being lessened. 

The introduction of steam as a power factor 

opened possibilities in the way of production which 

Steam <i6veloped a series of subdivisions of all 

Developed branches of labor, until each operation was 

buuiesof divided into a large number of fractions, 

Subdim- ^^^ ii^^ workers were specializing for their 

non and i • 

Speciaiisar life work upon one or other of these frac- 
^*^ tions. These changes occurred with a 
rapidity (after the introduction of steam) which car- 
ried into a decade alterations which would have pre- 
viously demanded a century. As the number of 
people concentrating upon the task became greater, 
there was a constant increase in the organization of 
production, and a consequent subdivision of its tasks, 
so that now the specialized occupations are repre- 
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sented by hundreds where they were previously rep- 
resented by one or two. A very cursory examination 
of this condition shows that it has f ar-reaching, and 
in fact practically controlling, effect upon the social, 
political, and economic development of the human 
race. 

Though society had begun to develop large cities 

and some specialization of work before the introduc- 

..... , tion of steam, the amount of labor which 

Artisan could be profitably accumulated under one 

Hand- '^^^ w^ comparatively small. Each indi- 

J^ vidual artisan performed the entire work 

Was necessary for bringing the raw material to 

^for^Hi8 ^^ finished condition, or at the most the 

Individ- subdivisions were few and broad in charac- 

^ ter. (Refer to Guild Statistics in Chapter 

I, pages 5 and 6.) 

The employer of these artisans was himself a work- 
man, who, by his skill and capacity, had accumulated 
around him a number of others for the privilege of 
studying with him or because of his power and wealth 
incident upon skilful work. Sometimes the employer 
might be the traveling merchant who had at one 
time contracted individually with the artisan (who 
was now employed by him) . In this case, however, a 
number of the conditions involved in the contract 
system still remained, and had their influence upon 
the relation between the employer and employee. 

The number of people employed by one master 
workman in production and in distribution were 
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comparatively few, certainly not sufficient in general 
to disturb the relations between employer and em- 
ployee which were represented at that time entirely 
by the business relation between one individual and 
another. 

From time to time, under great stress, the small 
landowners, the squire, yeoman, etc., had woven 
themselves into loose organizations for the accom- 
plishment of certain things, but such organizations 
had automatically passed away upon the comple- 
tion of their particular work, and the artisan as such 
had not, up to that time, had any organization other 
than the guilds referred to in Chapter I. What 
grievances he had to consider were matters between 
himself as an individual and his employer as another 
individual, and were so considered and treated. 

Another very important item controlled the in- 
dividual relations between employer and employee, 
between master and man, this influence 

qfths being in the fact that the skill of the worker 
l^wUual ^as his own. It belonged to the master 
only as he treated the workman individ- 
ually in accordance with his individual requirements. 

The tools with which the workman produced a 
result in the days of hand labor were such that 
they depended for their usefulness entirely upon 
his skill, the unskilled being unable to do anything 
with them. 

It was necessary, therefore, for the employer to 
treat each of his employees as an individual. The 



INDIVIDUALISM £49 

value of all work was his own; the skill of his hands 
in executing, and the skill of his brain in planning, he 
could carry away with his bag of tools. 

Since the introduction of steam power, the old 
relations between employer and employee have en- 
tirely vam'shed. The massing under one roof of 
an enormous number of workers — the production of 
rapid, highly accurate, ingenious machinery, trans- 
ferred the skill of the worker from the human element 
to the mechanical operation, so that the major part 
of the production is accomplished by the machinery, 
and the worker's skill is practically reduced to an 
ability to properly tend the mechanism. 

The master workman, who by his skill had be- 
come employer, was reduced after the introduction of 
steam power to the position of foreman, 
^^mter^ and new men took the larger positions of 
Now employer and manager. These men were 
for^HU largely merchants who had gradually ac- 
^^^ quired control of the production, owing 
and Not to their method of handling the artisan 
ffiduality ^V ^^ Contract system, or they were in- 
dividuals from some of the leisure classes 
who went into the matter, being progressive enough 
to see in the new possibilities an opportunity for 
augmenting their standing and fortunes. 

In few cases did the producer, the master workman, 
find himself in a position to assume the r61e of an 
employer under the new conditions. He had com- 
monly been content to allow the merchant to take 
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too much of the profit accruiiig from hia production, 
leaving only what was su£Bcient for his needs. 

Whether he did or not, however, the old feudal 
system which had affected every type of organiza- 
tion affected the new industrial organi- 
hdimdual zation, OT rather continued in the new 

Settlement , , , , ■ ■ i i t 

of mdustrial organization the character of 
^iSiribfe *^® **'*'' ^ *^* small groups of workers 
6mkr found themselves under the domination of 
Sehmte foremen; these foremen finding themselves 
imder the domination of a higher official, 
and so on, until the distance between the workman 
and the employer made the old settlement of the 
differences between individual and individual an ab- 
solute impossibility. 

LABOB AND CAFITAIi 

It was not long before the men had grievances. 

The introduction of steam power made it necessary 

for the manufacturer to sell his wares to 

Betveen ^^ workman, and the new methods of work 

^'"P'^ made it impossible for the man to manu- 

Emjtonie f acture in his owu household as he had doue. 

Ef,,,^,^ Consequently new expenses came upon the 

worker very rapidly to meet these new 

demands, while the employer attempted to continue 

the old rate of payment. 

The mutterings of the workmen to the foreman 
had lost their force when they had passed through a 
dozen different men to the employer, and it was not 
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until the workman set fire to the e] i 
(or otherwise showed his exasper 
turn attention to the fact, that ! 
any appreciation of the importan( i 
heard. 

Even then he did but fan the 1 
verse disregard of the very thin ; 
workers fought, and it is only now 1 1 
organized to the extent of almc i 
some eases, the industry; it is only : i 
and other economic panaceas f i 
troubles have begun to assume a 
considerable importance, he is re< < 
that what appears to be an econ : 
psychologic trouble; that men can i 
of less importance than machinery . 
mentals of human nature must b: 
in industrial affairs. 

The old habit between employe! 

settling grievances between one in 

other can never be resurrected. ' 

of the new physical forces, the ham i 

of power for the use of m 

Canna segregation of large nun 

the inr have made it necessary to : 
b^rfj^ng ^' dealing with human nal; 
Him Only It is now just being rei 

as One of t j 

a Crowd ^^^ ^ho regards orgamzji 

means to gain his end (^i 

the mental attitude of every mai 
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zation) can be permanently satisfied by being treated 
as of no importance as a unit — ^by acquiring im- 
portance only as he becomes one of a crowd. 

Dr. Frank A. Wamepoints this out fully in his state- 
ments of the trade-union efforts as quoted herewith : 

"The trades union not only emphasizes higher 
money wages for the working classes, but it seeks 
to secure for them better homes (not merely better 
houses), lower prices for the commodities they con- 
smne (as through cooperative establishments and 
by opposition to company stores)^ more opportuni- 
ties for their children in the schoolhouse, better 
clothes and food for their wives and children, greater 
safeguards against injury and death in hazardous 
employments, insurance and relief benefits, less hours 
of work, and inniunerable other * rights* which they 
do not now enjoy and which will ever be denied 
to them if they themselves do not control, through 
the trades union, the forces which are ever at work 
to bring about low wages and adverse conditions 
of employment. All these and other objects of 
the trades union have to do with the workingman 
more as a man than as a prodiicer of labor — ^as a 
social animal rather than a labor-prodiunng machine.** 

It is becoming evident that progress in the in- 
dustrial world in the future will largely depend upon 
the ability of both employers and employees to 
develop a third method of considering human nature 
in commerce, and that is the proper consideration 
of the individual without losing sight of his relation 
as a unit of mass. 
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So far the creation of class after class of workers 
by specialization, the enforced organization, which 
in turn has forced the organization of employers, 
has dealt with the relation of employers and em- 
ployed in a way which cannot be justified on either 
economical or psychological groimds, and it is 
evident that it must reach a point where an entire 
readjustment will be necessary before any satis- 
factory relations of a permanent character can be 
secured at all. 

View it as you like, consider it from aU sides, and 

the further the investigation, the more inevitable 

the conclusion that in industrial affairs 

'!S£^ ''^'^^'' employer nor labor organizations 
Labor and pay the slightest attention to the individual. 
HcmeDu- ^y sheer force one individual here and there 
regarded drives through the mass and arrives at a 
Indmdual place where he can be seen by the crowd, 
the extent to which he succeeds in forcing 
recognition from a crowd governing the extent to 
which he has any opportunity of developing his in- 
dividual characteristics. 

As for the rest, they are managed in crowds, they 

deliver their opinion in crowds — ^the intelligence or 

g^^r. otherwise of the crowd makes no difference. 

^i# If the crowd speaks it says so with the 

%^ weight of authority. The very method of 

DeciiAf hy arriving at a decision, both in the employer 

and employee organizations, is evidence of 

the lack of respect, of consideration of the individual. 
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The mass of workers are called upon to decide 
and vote upon innumerable questions which have 
hardly been jud'cially presented to them, which cer- 
tainly have received little careful investigation, and 
upon which their delegates have already decided 
what they oiight to do and wait only for confirma- 
tion. Hamlet's advice to the players, to consider 
the plaudits of the few well-informed, would have no 
place in industrial consideration in this generation. 

There is a grave danger in this lack of considera- 
tion for the individual. Every individual stands 

Donwr ^^^ "* some portion of his life as an in- 

•n the dividual. He feels himself to be sufficiently 
individuai different from the rest of the crowd to 
'*''?'*'™ merit rea^nition as an individual. Fur- 
ittdvttriat thermore, his viewpoint as an individual is 

'^"" somewhat different from Ms viewpoint as 
one of a crowd. 

With the rapid segregation of workers of all kinds 
which has been accumulating in the last one hun- 
dred years, so much adjustment has been necessary 
that it has been impossible to get closely into the 
requirements in this matter. The history of mass 
movement and mass organization indicates the 
tendency of the masses to adopt a belligerent atti- 
tude where the individual would compromise, to 
continue fighting long after the individual desires 
peace, to push a principle to the point of bigotry, 
to revere tradition and to bear with it to the point of 
exasperation, and then destroy like vandals. 
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Compromise is the essential principle of industrial 
progress — continual compromise as between the 
practices of yesterday carried over into to- 
^Esse^d^^^y* compromise as between the theories 
of to-day and the predictions for to-morrow, 
compromise between the views of different parties, 
compromise on the basis of intelligent investiga- 
tion — decision being reached upon merits. 

Compromises between masses, however, are diflB- 

cult to reach. The individuals who lead such masses, 

Compro- ^^^ represent them in such considerations, 

misean are themsclvcs bound by the actions of the 

Matter, majority, by the counting of votes. Every- 

^^•J thing must be referred back, and in its 
Consider^ reference it loses much of the value which 

"^ had been secured. 

These compromises are on the basis of majorities, 
majorities in which the individual has no recog- 
nition. The ease with which these promises are 
broken, the speed with which they become grievances 
again, indicate their temporary nature, the impossi- 
bility of reaching and discussing fundamentals in 
the present stage of mass movement, and bear out 
the statement made by philosophic spectators that 
the decision of a body of men is in agreement with 
the lowest intelligence and not the highest intelli- 
gence of such body. 

The progress of the United Mine Workers in this 
country, the statistics regarding the ironworkers, 
the bricklayers, etc., the general development of all 
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such bodies (whether they belong to the trades union 
or some other field) has shown that contracts made 
with the majority vote of an organization of that 
kind are not binding. Time after time (in the his- 
tory of trade unionism) contracts between employer 
and labor organization have been broken by either 
or both sides just as soon as such contract ceased to 
be agreeable to the majority or a forceful controlling 
minority, and if the circumstances of these decisions 
are inquired into the temporary nature and unim- 
portant character of the factors which carried deci- 
sions are amply demonstrated. 

Furthermore, consideration must be given to the 
important difference in the attitude of organized 
masses in respect not only of the opinions which they 
possess, the ends which they have in view, but also 
the methods by which such ends are to be attained. 
The history of the past few years shows that mul- 
tiplication of organized masses, organized for special 
purposes, has added to the difficulties of 

^MM^ ordinary government in such a way as to 
Hwe a demonstrate a new peril, not of mob rule or 
^n^ of disregard of the law by individuals, but 

*^^ fj* of disregard of government and the law by 

Seeufing organized masses. 

'*Rigki$*' These, because they represent not them- 
selves but an organization of individuals 
dignified by a special name, have raised th^ privi- 
leges they want to "matters of principle," and are 
prepared upon these matters of principle to carry into 
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effect the actions associated with the earlier religious 
masses who considered any means justified in the 
attempt to implant a principle and establish rights. 

The union of organized labor assumes that it has a 
right to prevent any other labor from work, to pre- 
vent the manufacturers from securing labor, to 
destroy the investment which has been made in the 
producing equipment — do anything to the point of 
war of a kind, to secure those things which it as- 
sumes are its rights because it has an organized mass 
of larger or smaller proportions which has voted and 
agreed that these things are its rights. 

The same thing is true of every other organiza- 
tion to some degree, and the extent to which they will 
disregard the laws in fighting for them depends only 
upon the intensity of the conviction as to the privi- 
leges they wish to acquire or conserve. 

The men of Ulster who have recently formed an 
army to resist the action of the Home Rule Bill are 
acting under the same impulse which has been back of 
any riot, every civil war, and all other strife between 
massessince wehavehad anyrecords. The attemptof 
the women, organized as suffragettes to secure what 
they claim are their rights, illustrates the same point. 

This, of course, is not new; it has been customary 
in all stages of society for those who were aggrieved 
to take measures to fight that grievance, and the 
character of the measures largely depended upon the 
intensity of the grievance. 

The present danger arises from the tendency to 
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organize large masses of people on all subjects of 
any importance, so that there is a multiplicity of 
societies, each striving to accomplish some special 
object, so that what would be a personal grievance 
in an individual becomes a matter of principle in 
respect of each individual in the mass, in regard to 
which he feels himself unselfish, and indeed, in re* 
gard to which he measures his devotion by the extent 
to which his actions may go beyond the ordinary 
methods of appeal. 

This situation is intensified by the general ease of 
communication and the general understanding of 
grievances through the civilized world. No sooner 
is a society organized in one community for the dis- 
posal of stray cats, than the news spreads and com- 
munity after community takes up the matter until 
before long there is an international convention of 
these local societies with its roll of delegates and five 
days* business, tel^rams to senators, members of 
Parliament, and other appeals to government. 

RB8PONSIBILITT Of MASSES 

Furthermore, the sense of responsibility for the 

results of such actions is partially lost where they 

are taken upon majority votes, and the in- 

<rf R^""' dividuals who negotiate are acting only as 

tiiilug the mouthpiece of the voters. Society for 

Achm* organized masses of this kind exists only 

for the piupose of enabling them to secure 

what they have come to believe society owes them. 
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As an organized mass they 1 
responsibilities toward society or 
to which their duties and responsil 
individual. 

The present attitude of the lab 
ganizations in respect of injunctic 
for which the Clayton Bill has be< 
Congress, is ample illustration of 
claimed by these organizations th 
exempted from the penalties at pi 
the actions which they aver are 
developments of their "rights" in 

It will be observed that neither c 
ities of the governing people, bul 
norities only whose sense of organizf 
is limited to their "rights," and 
their possible obligations to othc] 
"sovereign people." 

The law, which is still built upoc 

of a time when the relations in s( 

tween individual and ind 

Ruizes a difficulty in placing any 

iruUmduai sibiUty upou the man wl 

Responsi- • • i 

biiityOniy ^^ &^ orgamzed mass, an 
to accomplish its purpos 
to fasten such responsibility upon f 
Religion, too, has always consid 
as an individual matter in individi 
ing has yet shown any tendency 
people themselves to hold an orgai 
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sible for the action of its members where such actions 
transgress the law. 

If an official of a union destroys property, the law 

is satisfied in placing the responsibility on his shoul* 

j^ ders. The responsibility rests rather with 

PunUhM the men who voted for him — voted because 

for^tT ^® represented their ideas, because he could 
A^ of the voice their views and fight their fight. 

Wha$$ They accept responsibility because their 

'^ 2? votes placed him in power, and events have 
Expteud shown, time and time again, that they are 
willing to put him back in power despite 
the methods he has adopted. The same thing is 
true, to some degree, of all organized masses occupied 
in attempting to change the order of society to suit 
the ideas which they have dignified into principles. 

Efforts are now being made to secure the pardon of 
Ryan and his associates convicted of dynamiting 
while acting as officials of the ironworkers' unions, 
etc. It is claimed that more than 1,000,000 sig- 
natures have been appended to the petition, and 
this petition follows the action of the organizations 
in reelecting most of these men. No individual 
convicted of an individual crime (whether guilty or 
not) of even lesser magnitude than charged in this 
case would be received by these workers as a member 
of their union or as a social equal. 

In the case of individuals convicted of individual 
crimes the testimony of all authoritative writers is 
that it is with difficulty they are as much as recog- 
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nized by any but their fellow-c 
But in the case of these officers 
volved we have the strange spe< 
names to a pardon petition, and i 
the convicted even while under ti 

Similarly the records of the t\ 
Kentucky show the disregard of li 
responsibility developed by an or 
The night riders did not stop at de 
but even injured people in the pursi 
rights, and practically no convictioi 

The rowdyism of a gang as cc 
attitude of any individual of the ga] 
illustration of the same thing. The 
sense of responsibility in organizat 
rapid multiplication of organized i 
of special interests make these i 
indeed. 

It is evident that the law and t 
populace are both satisfied, in the 
ized masses, if the administrativ( 
responsible for the actions of such 
and do not attempt to define or 
of the responsibility of those whos 
the general policy, and frequently 
such administrators. 

Furthermore, it is evident the 
voting do so with a lack of any 
bility, which is entirely diflferent f 
of mind when they in turn becoi 
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officers. The board of directors, the executive board, 

or the general body of any organized mass who initiate 

^^ and by their votes decide upon the policy, 

Indmdwd and, in many cases, the method of work, feel 

jj^^^^ comparatively little responsibility for theout- 

**f^ *» comeof such voting. Yet anyone individual 
of those same boards or bodies, who becomes 
an administrative officer, feels personally responsible 
for the results of any action which is taken. 

As a matter of fact, the responsibility of the ad- 
ministrative officers is much less than the respon- 
sibility of each individual whose vote has made it 
necessary for these officials to act along a certain 
line or in a certain direction, and the time is coming 
when it will be necessary to recognize this fact, place 
the responsibility for this corporate or cooperative 
action where it belongs. 

The fact of the matter is, that up to the present, 

corporate or cooperative action has been considered 

almost entirely from the standpoint of its 

¥j^ efficiency in securing privileges and rights, 
HoiBem and has hardly, if at all, been considered 

^1^^ from the standpoint of its obligation or 

^^^ responsibilities. 

to QiM (Refer to pardon of Ryan and his asso- 
ciates, page 260.) 

The rapid development of corporate and cooper- 
ative masses of all kinds (so that almost every 
conceivable interest and action of humanity in a 
conmiercial, educative, and political way 13 to-day 
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represented by either one or othc 
zation) has drawn attention to 
sense of cooperative responsibility i 
in order to protect society against 
tions, and in order that the major 
be used to stultify its own actions. 

Where the majority vote is nece 
agreement the majority vote can, 

^ j„ such an agreement, and \ 

ojEnr dividuals a contract mus 
C^ai^ Tpro quoy it has been found 

Bdioeen Iq enforce the same prin< 

""^ between organized mass< 
contracts are practically nothing n 
sions of opinion between the maj< 
hoped will last the length of the agrc 

(Refer to progress of United ]N 
page 261.) 

It is significant, and a matter f ( i 
that we are beginning now to spea! j 
of the stockholder's responsibility 
responsibility of the officers, and ^ ' 
ning to understand that the resj 
directors is no figment of the imag i 

Until the voter, upon whose ac[ 
direction of the policy of the line 
organized mass will travel, feels 
responsibility in the same way that ; 
officer feels it, there will be an adde< 
tiplicatiou of organized masses in 
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the law and the police being almost powerless to 
deal with the disregard for legal process which fre- 
quently characterizes them. 

It is fortunate indeed that the action of large 
bodies, whether cooperative or corporate, as to speed 
and decision is in inverse ratio to the size, operating 
as this does as a saving influence in the adjustment 
of society to the development of organized action 
which is going on. 

We are much more intelligent in regard to machin- 
ery. We know the necessity for having each unit 
running at the highest efficiency in order 
tdHgetaln ^ l^^ve an efficient plant. We do not study 
^p«5< the plant as a whole, and then, if necessary, 
CofdrJoj study a unit. We study the units and then 
^1^5^^ study the relations of the units, and from 
that to the plant. 
We know that two machines made alike, made 
with the utmost accuracy to produce the same re- 
sults, do not work with exactly the same efficiency, 
and we expect to humor them if we are to get the 
desired results. 
We have, however, treated the human element as 
inferior to the machine, both as employer 
^miiS ^^^ laborer organization. 
*^^^' We have measured the capacity of the 
CapaeUy man by the capacity of the machine. We 
I^iMm ^^^^ measured the remunerations of the man 
by his position and not by the work he does. 
The only means of measurements of a man's work 
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has been the limiting of it, so that we measure the 
man and his remuneration not by his capacity but by 
the limitations which we have imposed upon him. 

It is true that every other item in the industrial 
world is of no value compared with the skill of the 
human element, and we know so little about using 
this skill, about developing it, about getting the 
efficiency out of it, that we have not even taken the 
time to consider it. 

We have been content to absorb enormous sums of 

money in the development of machines, and yet we 

have not been willing to pay the slightest 

E^^l^e attention to the development of the human 

^«^^ element. 

the A few men — Gilbreth, Taylor, Emerson, 

and Not* Brandeis, and others — who have sufficient 
<J«^y" of the idealist to dream dreams and see 
visions, have developed something of the 
A, B, C study of human efficiency. But even this 
study has not attempted to consider the psychologi- 
cal effect which is after all the most important, be- 
cause it determines the attitude of mind and its 
results. 

Perhaps Gerald Stanley Lee has expressed the 
difficulties in connection with the present industrial 
systems in his book "Crowds" when he says: 



"It would be hard to overstate the importance of 
the battle now going on among the trades unions be- 
tween the spirited laborers and the tired ones, and 
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among the manufacturers between the inspired em- 
ployers and the mechanical-minded ones. 

^'For the time being, at least, it is the inspired 
employers who have most power to change the con- 
ditions of labor and to free the mechanical-minded 
slaves. It is they who are standing to-day on the 
great strategical ground of our time. They hold the 
pass of human life. People cannot expect to be in- 
spired in crowds. Crowds are too unwieldy and too 
inconvenient to act quickly. The people can only 
concentrate their energies on getting and demanding 
inspired employers, on insisting that the men who 
for eight or nine hours a day are pouring in with their 
wages their thoughts, and their motives, the very 
hope with which they live, into their lives, shall be 
the champions of the people, shall represent them 
and act for them, as they are not placed to act for 
themselves, and with more imagination than they can 
yet expect to have for themselves. If our laboring 
men of to-day are going to struggle out from under 
the machines, they can only do it by doing all that 
they can in labor imion and in the press and at the 
polls to keep the machines in this world out of the 
hands of tired and mechanical-minded owners. 

*'But probably the more immediate rescue from 
the evil or mechanicalness in machines is not going 
to come from the employers on the one hand or the 
employees on the other, but from having the em- 
ployees in the Trades Unions and the employers in 
the directors* meetings combining together to keep 
in subordinate places where they cannot hurt others 
all men, whether directors or employees, who do not 
work harder than they have to, and who have not 
the brains to do their work for something besides 
money. The men who are like this will gf course 
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be pitied and duly considered, but they will be kept 
where they will not have power to control other men, 
or where by force of position or by mere majority 
they will be able to bully other men to work as 
mechanically as they do. Workmen who do not 
want to become machines can only better conditions 
by combination with so-called inspired employers — 
employers who work harder than they have to, who 
dote on the great human difficulties of work, who 
choose not the easiest but the most perfect way of 
doing things, who are never mechanical themselves, 
and will not let their men be if they can help it. 
I have liked to call these employers inspired million- 
aires. I would rather have the machine owner or 
employer a millionaire, because the more machines 
an inspired employer can own, the more he can buy 
and get away from the uninspired ones, the sooner 
will tiie right of labor and the will of the people be 
accomplished. When the machines are in the hands 
of inspired and strong and spirited men— men of 
real competence or genius for business, the machines 
will be seen on every hand around us as the engines 
of war against evil, against slavery, the whirling 
weapons of the Spirit. 

''Even now, in dreams, have I stood and watched 
them — the will of the people like a flail in their 
mighty hands — this vast army of machines — ^go thun- 
dering past, driving the uninspired and mechanical 
off the face of the earth." 



CHAPTER XI 

speciauzina and marketing cost and 
Efficiency 

Organized labor and its effect upon marketing cost — ^The 
relation between reward and service — Increases in the 
number of workers in distribution — Motives and 
action — ^Analysis of human-nature affairs — Spedal- 
izing and its effect upon individual efficiency — Deaden* 
ing of mental alertness — ^Lack of incentive. 

SPECIALIZING AND MARKETING CCBT 

THE most important development of organ- 
ized labor on the surface in its effect upon 
marketing cost has been the economic de- 
velopment. 

This has had a particularly important effect upon 
the marketing end, because upon that end of business 
it has been impossible, so far, to duplicate 
^'T^?"*' the constantly increasing economy secured 
and lit ^y ^^^ continual development of machines 
Efarf of production. 
jf^S^M continual effect of specialization in 

Coti massing workers together for certain work 
has resulted in the creation of a class in- 
stinct of far greater import than the artificial 
distinctions imposed by the feudal system and its 
present-day survivals. This class instinct has been 
used continually by organized labor in its eco- 
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nomic development, and by its use has been so 
intensified that it is to-day producing actions on the 
part of labor in the endeavor to improve their 
economic status, which actions are so ill considered 
from the standpoint of industrial relations as to nul- 
lify the eflPect they wish to secure. 

There is little evidence in organized labor and its 
efforts to economically improve the conditions of 
the workers, of any of that larger selfishness which 
recognized the difference between a temporary ad- 
vantage and a large permanent gain. 

Of course this statement is equally true of em- 
ployers' organizations, and is, in fact, a condition 
inherent to the process of dealing in masses. There 
are many men who, from time to time in the last 
thirty years, both in the labor and employer field, 
have had sufficient vision to appreciate the economic 
absurdities of their respective positions. But inas- 
much as the decision of a body is in accord with the 
lowest intelligence, such individuals are obliged of 
necessity to compromise by exercising that optimism 
which in the failure of to-day reads the accomplish- 
ment of to-morrow. 

The business world in all its branches is beginning 
to-day to realize the economic truth of that phrase: 
"He w:ho would be greatest of all let him be the 
servant of all.** That reward must bear a certain 
relation to service is coming to be understood, and it is 
in this understanding that the hope for the future lies. 

The attitude of organized labor (copied, we must 
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confess, from the attitude of all industry) is to seize 
upon a reward, to measure not with the service but 

jl^^gfg^ with the power which they possess, and in 

and order that such power shall be maintained 

Must Bear it is necessary for them to limit the service to 

P^^J^ the average skill of the worker who is not 
bui Reward Strong enough to stand for himself in the 
mZI^Z competitive market, and who looks upon the 

by the organization as his protection. 

to Seize So long, however, as a reward is secured 

^^mT* for a service which has not been rendered. 

Capacity so long must payment be made in some 
other way. So long, therefore, as labor 
demands a larger share in the profits of production 
and marketing, and at the same time limits its indi- 
vidual efficiency in order to retain its voting strength, 
so long must labor pay (in the commodity it buys) 
for its own increased cost. 

If the old spirit of individualism could have been 
retained in the modem necessity of dealing with a 
mass, it is possible that we would still have been able 
to develop the utmost capacity of the individual so 
as to keep him of more importance than his opera- 
tion, so that the worker would have been recognized 
for his ability and not have been obliged to force rec- 
ognition of his power. 

This, however, is not the fault of the worker 
any more than it is the fault of the employer. In 
fact, inasmuch as the employer is expected to be 
more intelligent and better informed, it is perhaps 
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necessary that he should be cht 
more of the present difficulty thai 

However that may be it is cert 
when workers and employers ha 
into two armed camps, so imbued 
and hatred as to involve millions 
nomic struggles each year in the 
secure more reward than they are 
the equally futile endeavor to giv 
they are receiving value — only whec 
vails has there been any serious atte 
the fimdamental reasons for this 
detrimental effects upon all efficien i 

The man who is interested in m : 
ticularly the man who is interest < 
because of his interest in permaner : 
be vitally interested in this quest ( 
labor organized into masses and its i 

The number of people engaged i 

increasing much more rapidly tha ; 

gaged in producing, the la i 

^ distributing hues of busi; 

E^^^' more important percentag 1 

Dutrib- in many producing lines o1 
^JJ^^ Labor costs in transport 3 

Otditf labor costs among skillec 

Proportion i...i,. i t 

vMTko9€ distribution, nave advanct 
pJS^^u^ the last ten or twenty ye. 
same period of time the 
individual worker has decreased ak 
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so that the laborer gets nearly twice as much and 
gives nearly one third less. 

(Refer to charts of Production and Distribution, 
Chapter III.) 

These effects upon marketing costs are su£Bciently 
serious to demand a study of the conditions in or- 
ganized labor, the principles and the propaganda 
undertaken, the methods adopted by some of the or- 
ganizations of manufacturers, of their propaganda, 
etc., in the endeavor to separate the valuable material 
from those things which fulfil temporary purposes 
(if they fulfil anything good at all), and in the en- 
deavor to determine what can be done to treat the 
workers in such a way that the individual will re- 
ceive a proper consideration without destroying his 
relation to the mass of workers who require attention. 
Every normal human being can remember as a 
child how he was occasionally stricken with the idea 
of doing a good deed, some favor in helping out 
parents, some other member of the family, or some 
one intimately connected with the daily life. 

All these can remember how the matter was ac- 
complished with pleasurable anticipation of the well- 
earned reward, which would surely be given 
Ba^f when the grown-up (for whom this favor 
^p^^ was being done) should realize it. 
Importanee We who remember these occasions also 
'^^ remember the keen sense of want of ap- 
preciation, of disappointment, of injustice 
which took possession of us when it proved that the 
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work we had accomplished was not a benefit but a 
considerable annoyance to the people we expected to 
gain. 

This, as a matter of fact, is an epitome of the per- 
petual struggle between community interests and 
the individual. The action must conform to the re- 
quirements of the community be it ever so small. 
If it does not it results in diflBculty, but the motive 
behind the action (while it usually obeys a universal 
law) is individual and requires individual treat- 
ment. 

The most important asset, even for the man who 
labors with his hands, is the brain power, the power 
of sentiment or feeling, because all these affect the 
speed, the accuracy, the value of the work in every 
detail of it, and they remain the only things which 
cannot be controlled in masses. 

So long as we regard only the action which occurs 
and pay no attention to the motive which is behind 
the action — ^not even making any attempt to in- 
vestigate it — so long will we lose the value from the 
individual worker which cannot be computed. 

So long as we refuse to recognize motive except 
as it is exemplified in action (and there we do not 
know the motive), so long wiU it be impossible for 
any solution to be arrived at by the different di- 
visions of the human race which will obviate the 
present strife between different classes of people, be- 
tween worker and employee, and between govern- 
ment and governed. 
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Some day we will learn about human nature what 

the engineer has learned long ago about mechanical 

things — ^that a complete fact tells practically 

^^^ nothing of its cause until it has been ana- 

^f^^^ lyzed into its component parts, so that the 

in Order relation of each factor to the others can 

ins^ng ^« determined. 

In human-nature affairs the complete 
fact — that is, the action — ^tells little of the motive 
(save indirectly and with a large degree of error), 
and not until we have arrived at the place where we 
can with some precision determine the factors enter- 
ing into an action will we be able to determine the 
motive, and consequently to treat the individual as 
he should be treated without losing sight of his rela- 
tion to the mass with whom he must coOperate. 

SPECIALIZING AND THE INDIVIDUAL EFFICIENCT 

Apart from the effect of specialized occupations 
in massing workers together, and the effect of such 
massing in the development and growth of organized 
labor, specializing upon any occupation has an effect 
upon the individual from a psychological and eco- 
nomic point of view which is of the utmost impor- 
tance. 

This relates not merely to those specializations 
which rank under the term of "skilled labor*' but 
more particularly to those specializations which 
have attained the importance of professions, where 
the physical and mechanical operations are of less 
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importance and the mental operations of more im- 
portance. 

Specialization in any kind of pursuit has a ten- 
dency to limit the outlook in breadth while increas- 
ing it in depth. The value of specialization 
^^ lies in its increasing of efficiency within cer- 
Tendt to tain limits, which increase is usually accom- 
a^k paired by a decrease of efficiency without 
those limits. It may be stated, however, 
that while the degree of specialization will frequently 
determine the lack of efficiency outside the limits of 
specialization, a considerable general efficiency in 
many matters does not argue a lack of depth. 

The old phrase, "Familiarity breeds contempt," 
properly altered to meet the actual conditions and 
made to read "Familiarity breeds indifference," can 
be applied to all physical and mental processes. In 
effect, familiarity can be carried to such an extent 
that the operation passes into a habit and becomes 
almost subconscious, requiring so little concentra- 
tion upon it that the mental process can be busy 
with other things while performing the operations 
which have become thus intimate and familiar. 

The continual division of work which goes on 

with the organization of industries, particularly 

in production, and where machines can be 

o!^!SaSm used for practically all the manufacturing 

-.^*^^ .processes, reduces the diversity of action 

required for each subdivision. This makes 

it possible for the specified task to become more 
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rapidly a habit to the extent of requiring little or no 
concentration upon it and demanding no effort of 
mind. 

This condition undoubtedly governs those occa- 
sional aberrations which result in serious mistakes, 
and which, from a casual outside glance, appear to 
have no justification whatever, as an exercise of 
judgment would have prevented their occurrence. 

Inasmuch, however, as the performance of the 
task which has been performed so many hundreds or 
thousands of times before has required (for 999 out 
of the 1,000 times) no particidar exercise of judgment 
(simply care in habit), it is not surprising that when 
some factor enters into the situation which demands 
consideration on the one thousandth occasion thb 
judgment is not always forthcoming, and the mistake 
occurs with occasionally disastrous results. 

This deadening of the mental alertness is to be 
observed in all cases of specialization of any degree, 
Deadeni ^^^^^^^S naturally with the increasing 
of Mental amount of routine required by the special- 
'* ized task, and decreasing as the specialized 
task begins to represent problems which depend for 
their solution upon judgment in individual cases. 

This part of the proposition of specialized occupa- 
tions is of the utmost importance when it is consid- 
ered in connection with the minutely subdivided 
tasks of most manufacturing industries of to-day. 
The work in these cases is so organized that it is 
possible to produce an expert out of a novice in a 
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week or two; the routine governs the task so that 
(except in the case of failure of some part of the 
machine to respond to the operation) no judgment is 
required save that involved in repeating with equal 
accuracy the former operation. 

This subdivision of work removes therefrom any 
diversity, keeping the actions of mind and body in 

^ narrow limits during a large portion of the 

traHngihd waking hours, the effect being to require 

wSdn ^^ relaxation taken during the other hours 

Narrow to be more intense in its character and more 
Rep^HHon Complete in its diversity. The mind and 

^8p^€^ body, having been obliged, hour after hour, 

Form$ of to repeat the simple operations composing 
the task of the ordinary worker to-day, find 
it impossible to concentrate upon anything after 
these hours of work have been dispatched. It be- 
comes necessary, therefore, for the relaxation to 
hold that intensity of interest which will effectually 
blot out the monotony of the routine task, and which 
at the same time will make no demand upon mental 
concentration. It must provide a variety of sensa- 
tions which can be indulged in without any appeal 
to the reason, but which afford a sufficient intensity 
of interest to fulfil all of the necessities of the case. 

A little examination will show that every amuse- 
ment, every diversion, every relaxation of the work- 
ers in all industries illustrate this fundamental 
necessity. This effect, of course, is practically con- 
fined to the workers whose skill is merely a matter 
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of attending the machine which actually conducts 
the operation, to those whose tasks are entirely 
physical, or to those whose tasks, while mental, are 
of such a routine character that they obey the same 
laws of repetition and psychological effect which can 
be observed in these cases. 

Nevertheless, it must be noted, that effect upon 
the workers is a very important one, because of 
its effect upon their efficiency both as regards out- 
put and as regards accuracy. Furthermore, it has 
the important result of controlling entirely their 
attitude toward their work. 

Without some other incentive, some other antici- 
pation, some other consideration than the endless 

Svecial- ^^P^*^*^^^ ^' ^^ operation which represents 

iating only oue of hundreds necessary to the com- 

NanwD plete manufacture, it is not to be expected 

I^^ that the worker can view with any degree 

the Pty- of pleasure the working hours, and can only 

/f^^w ^^^^ upon them as means of securing the 

cf ^fficieru relaxation which in itself is made necessary 

by the work. 

The importance given to these matters as affecting 

profit and as militating against the most efficient 

work may appear to be somewhat far 

^^J'^ fetched; experience shows, however, that 

Motion friction is caused in human beings, as in 

^ri^!^ moving mechanical equipment, not by 

large difficulties or inaccuracies which can 

readily be removed, or by any of the other obvious 
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and important matters which at once become the 
object of mutual consideration, but by all those little 
trifles which are considered too insignificant to require 
any attention and which engender antagonisms suf- 
ficient to affect the efficiency of the organization. 

It takes only a very minute quantity of grit to 
ruin the finest bearing, and the finer and more ac- 
curate the bearing the smaller the foreign matter 
necessary to ruin it. It takes but a few trifles in- 
adequately judged, improperly considered, or en- 
tirely neglected, to change the whole attitude of mind 
as between employer and worker. Moreover, the 
more sensitive, the more accurate, the more highly 
developed the brain power of the worker, the more 
easily is the attitude of mind affected by the con- 
tinual presence of a disturbing element. 

Because these matters are only beginning to re- 
ceive a little attention, because it has been custom- 
ary to treat workers of all classes with little regard to 
their individual requirements or mental necessities, 
there is no reliable data as to the extent to which 
profits are affected by the lack of consideration of 
these matters and the lack of any organized attempt 
to properly develop them. 

But it is evident to the writer from the eighteen 
years' dose study in the handling of men and women 
workers that this matter of the individual attitude 
of the worker toward his work, of justice to the in- 
dividual and to the mass at the same time, of the 
piean9 which mu9t be ti^en to make ft naturally 
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unattractive task offer some attractiveness, etc., 
affects the production involved to so considerable a 
degree that it is to-day the most important sub- 
ject connected with the organization of specialized 
workers. 

Furthermore, it is the writer's experience that the 
lack of consideration of these matters has been one 
of the controlling influences in producing the an- 
tagonism between laborer and employer which has 
resulted jn the present imion conditions and the 
battle which always takes place whenever any con- 
troversy arises. 

It will unquestionably be objected in respect of 
any attempt to consider these matters in connection 
with specialized labors that the individual idiosyn- 
crasies make sufficient differences to show the im- 
possibility of dealing with these matters generally and 
in masses. 

That this is a fallacy is proved not only by the 
necessities imposed upon us of dealing with all classes 
of workers in masses, but by the success which has 
attended those true leaders and organizers who have 
been able, though employing and overseeing enor- 
mous organization, to retain the affection, loyalty, 
and consideration of each individual because of the 
capacity for thinking in terms of men, not in terms of 
things, and of viewing men in relations and not in 
mass only. 

Dr. Charles W. Eliot, addressing some students at 
Harvard, said: 
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''The industrial situation in this country » and, 
indeed, in the world at large, has not improved in 
the last twenty-five years. On the contrary, it has 
become more exasperating and more dangerous. 
What is the way out of the prevailing conditions of 
industrial warfare? I have been studying now for a 
good many years the question of content in labor, and 
I have come to the conclusion that the conditions 
of content in labor which I have enjoyed personally 
are those which all laboring people ought to enjoy." 

That this is finding some adherents in business is 
evident from the fact that many large corporations 
(where the loss due to the lack of content or enjoy- 
ment in work is most severely felt) have started all 
sorts of welfare work among employees because of its 
dollars and cents value, and not because of any special 
philanthropy. Moreover, it is accepted by such 
workers not as they would accept a charity, but as 
they would accept something they have paid for in 
extra eflBciency. 

The advertising man, depending as he does upon 
all departments for the final value of his own work, 
is necessarily interested in the effect of subdivided 
occupations upon individual efficiency, and particu- 
larly as to the effect of occupational difficulties upon 
the distribution of products from manufacturer to 
consumer. 

The statement made in an earlier chapter that the 
cost of selling is frequently 500 per cent, or 600 per 
cent, of the cost of manufacturing is all that is needed 
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to show the deep and lasting interest in human effi- 
ciency which must animate the advertising man. 

In all cases where serious endeavors have been 
made to develop the content in labor which alone 
represents human efficiency in a higher degree, it has 
been found necessary to reward in several ways the 
men responsible for the increased endeavor. 

It has been found that while monetary reward 
is importent— and particularly that such reward is 
in accordance with the ability or merit — ^this reward 
will not avail where the men are not treated properly 
from a psychological standpoint. A man needs a 
standing which comes only from recognition by word, 
and by public and voluntary expression. These re- 
quirements are very well expressed in the following 
extract from the proceedings of the National Associ- 
ation of Corporation Schools, indicating the work in 
this regard of the National Cash Register Company: 

Now, as to the methods. What we rely on most 
are the conventions which we hold. Our organization 
is divided in the states into about fifteen dis« 
tricts. This is supposed to represent a district (in- 
dicating on map suspended on the rack). In charge 
of this district is a District Manager. This district 
is divided into territories like that — ^for instance, the 
Eastern District here carries Greater New York, part 
of New Jersey, and a few towns up the river. Once 
each week what we term local organization here in 
the city calls its men in the city together — ^there are 
fifty or sixty of them — ^and they have a convention, 
and they have the9e men interchange ideas. If ^ 
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man has a good way of doing a certain thing we have 
him tell about it, and we impress upon the men the 
things we want to impress upon them, and we further 
make them understand that if they know a thing 
which is of a benefit to the company they must tell 
it, otherwise we call it stealing. Mr. Patterson says 
that knowledge is the only thing that you can give 
away and yet retain. If a man knows something 
which would be of a benefit to the other men in the 
organization and does not let us know of it, then in 
our judgment he is stealing. It may be a good selling 
argument — ^a certain way of doing a certain thing. 
By means of these conventions we get these people 
to make suggestions, or to make complaints, which 
are given due consideration and discussed by the 
other members of the convention, and each man is at 
liberty to express his views on each point, and each 
point is considered in detail. At the end of, say, 
probably, two or three months, then the entire dis- 
trict is brought into the convention, and this is an all- 
day convention. Then once each year we have 
what we call the Hundred Point Convention at 
the factory. The men who make certain records 
averaging one hundred points each month for a year 
have their expenses paid to the home office, and they 
are entertained at Dayton and given $150 in gold, 
besides the other prizes, and the desire of every mem- 
ber of the selling force is to be what we call a One 
Hundred Pointer, which means he has sold an aver- 
age of $2,500 a month, a point for every $25, and 
when he makes a sale of $100 he is credited with four 
points. 

We have found that the most satisfactory plan 
by which efficiency can be increased is the recogni- 
tion of the individual. If a man in our employ does 
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a meritorious thing, if he makes a record, honorable 
mention is made of it, and he knows that his asso- 
ciates in the organization know that he has done 
something meritorious. We encourage him in every 
way possible. In fact, it appears to me that we are 
sometimes using the same principle of the mother 
when she taps her little boy on the head and says, 
"That is good, that is good," and the little fellow, 
encouraged by the kindly way of his mother, makes 
every effort to accomplish tibose things which she 
suggests to him perhaps he should accomplish. A 
noted orator once said that a man is but a boy grown 
tall. The individual does not change much, after 
all, and it is logical to conclude that the nature of 
the little fellow has not changed to any extent al- 
though he has grown tall, and the efficacy of the 
principle used when he was small is not changed 
much. The individual is recognized, and we find 
that stirs the latent ambition and strengthens the 
creative power and makes him known amongst his 
associates and puts backbone in him, so to speak. 
We send out three times each week what is called 
"The Agents* Record." Here is the record made up 
for January 1st, in which you will see a list of what 
each salesman sold, what the sales amounted to, and 
what his standing is. There are fifteen districts, 
and we tell how the districts stand, and tell how the 
men in each district stand. Over here on this page 
(indicating) is a detailed description of these sales. 

We have what we call cash prizes distributed 
among N. C. R. employees. Here is a picture of the 
making forces, the industrial end of it. Here is a 
picture of the employees who were rewarded for 
their suggestions; tiie making of suggestions by the 
employees is a very important factor in the N. C. R. 
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business. Any man, I do not care who he is, as 
long as he is in the employ of the company, can make 
his suggestion or complaint, and send it in. If he 
does not want to send it in, all right. If he does 
send it in, it goes to a committee, and if it is meri- 
torious it has their attention. If it is a thing which 
will be of a benefit to the employees or the company, 
he is notified, and at the end of a certain period, say 
six months, prizes are awarded for such suggestions. 
Before that system was adopted a man might know 
of a good way of doing a certain thing, but he would 
not tell the foreman, because he had probably told 
the foreman of something similar before, and the 
foreman presented the idea to headquarters as his 
own idea, which discouraged the man. Now, we 
make it impossible for any one to do that. 

The N. C. R. Weekly is published, as indicated, 
weekly, and the performances of all the salesmen 
are stated here. The Weekly is published in the in- 
terest of all concerned in all the N. C. R. companies. 
Owners, makers, office force, sellers, users, non-users, 
clerks, customers, servants, children, and others, if 
there are others. The matter in the box up in the 
right-hand comer of the Weekly says: "Don^t forget 
that the man who can but doesn't must give up to 
the man who can't but tries." Here is an item in 
reference to a salesman in Toronto: W. J. Irvine 
sells five Class 500 registers to a Toronto druggist. 
In connection with this account a picture of Mr. 
Irvine is given, and the article is a general statement 
of Mr. Irvine's activity in the sale of those registers. 
Here is the idea that I want to give to you gentiemen : 
Tap this little fellow on the head, and get him to ex- 
ert his best efforts. Mr. Irvine produced the larg- 
est order in 1913. Mr. Irvine takes pride in the 
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thing. The management has patted the grown-tall 
boy on the head, and his mind is concentrated on 
still further successes. We believe that such a thing 
as ambition, without recognition, is absolutely out 
of the question. It does not exist. Take cases where 
the individuality of the employee is not recognized, 
and you say to these men, "Why don't you do so 
and so? You can improve this operation." The 
men will reply, "Why should I? What do they 
care about me? I could get sick to-morrow, and 
they would take it out of my pay." Just contrast 
that feeling with the other side, with the business 
where, instead of one brain power driving this busi- 
ness, you have the brain power multiplied by as 
many employees as you have — would not that push 
your business forward? That is exactly what oc- 
curs when the individual employee is incited to use 
his best efforts, and his ambition is fostered. 

We try to have the men understand that the ladder 
of success lies entirely in their own hands, and we try 
to help them all we can. We try to analyze why 
some men succeed and why some fail, and we give 
them the benefit of what we have learned on that 
point. We have divided the causes for success under 
five heads. The first essential, we say, is health — 
that is the first essential. We further believe that 
every man has two entities, two individualities, 
that is what he is to-day when he is well, and what he 
is to-morrow when he is ill. We don't mean to be 
ill in bed; he may have slept too long, or he may not 
have slept enough; he may not be moderate in his 
eating and drinking, so that consequently he is not 
the same man the next day that he was Uie day be- 
fore when he was in full possession of all his faculties. 
He cannot go into some of the offices of business 
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men, who are keen, shrewd, alert men, and hold his 
own with them if he is logy and jaded. He cannot 
do it, and he is foolish to try. He is a different man, 
understand, when he is ill. We impress upon these 
men that health is the most essential requirement. 
It is easy to be healthy. Nature intends a man to be 
healthy, and it is a simple matter to make health 
a habit, if you follow a few simple laws of nature. 
President Patterson had been away on a vacation 
for some time, and when he returned several men in 
convention asked him what he had done to be so 
improved. He said that he had taken a tonic, 
it was the best tonic known, and that it was not an 
expensive tonic. He said, ^' I will tell you what that 
is," and he walked over to the tablet and he wrote — 
"sleep — sleep is the best tonic." He impresses upon 
the men that unless they have a full night's sleep 
they will not be fit in the daytime; that if they expect 
to be very wideawake in the dajrtime they must be 
very mudi asleep at night. The vice-president of 
our company has taken a deep interest in this subject 
of health; he has gotten up a lecture on health. He 
has several different slides of patients taken in a 
hospital by the kinemacolor method. If the patient 
is suffering from tuberculosis, or any of the diseases 
which are preventable, he shows these slides to the 
employees on the selling force, and by that means 
tries to impress upon them the necessity of having 
good health. The next essential step in the ladder 
of success is set down as honesty. By honesty we do 
not mean the common form of honesty which can be 
measured by dollars and cents. That is not so very 
important. Nor do business men regard it so as a 
general proposition. That can be covered by fidel- 
ity bond, etc. Mr. Thomas J. Watson, sales man- 
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ager of our company » said some time ago: ^'Find me 
a company which will issue a bond against the more 
important forms of dishonesty, such as disloyalty, 
and I will take the policy, let the premium be what 
it may," showing where fliey have their losses, losses 
that are not to be measured by dollars and cents, not 
those losses which may be shown by the figures in 
the accounting department, but those losses which are 
due to the more important forms of honesty, such as 
disloyalty, being dishonest with themselves, being 
dishonest with the company, misleading the com- 
pany, or, you might say in a few words, proving gen- 
erally reliable. What we are aiming after is to get 
that kind of honesty that, for instance, when we get 
a letter from an agent, that it is not necessary for 
us to read between the lines to know what the agent 
means, and to spend time trying to figure out what 
he is trying to put over. That is the kind of dis- 
honesty we mean generally. We want to have open- 
ness and fairness on the part of our agents in their 
deaUngs with the company. 



CHAPTER Xn 

Specializing on General Knowledge 

Specialization and administration — ^Efficiency of specialists 
in operation — Efficiency of general student in admin- 
istration — Manifold activities of large corporation — 
Limitations of specializing — Opinions and knowledge — 
Committee organization — Marketing and advertising 
recjuire general knowledge — No organized way of ac- 
quiring marketing knowledge — Marketing education 
— Interest of advertising men in this character of 
education — ^Lack of marketing records. 

specialization and adbonistration 

IN THE subdivision of industries and commerce 
into innumerable specified occupations, and in 
the subdivision of human knowledge into special- 
ized branches, more or less organized, it has become 
necessary for the man who would perform useful 
work in the business world to choose between one or 
other of these specialized branches in determining 
his life pursuit. 

This subdivision, however, means that the natural 
requirements of industry and commercial affairs 
call for another type of specialized information, a 
specialized knowledge of general affairs. 

The man who has specialized entirely upon one 
branch of human knowledge or human endeavor 
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must (in general) be directed, because his efficiency 
lies in operation or the practical solutions of prob- 
lems which are given him by another. The directing 
must be done by a mind well enough equipped with 
general knowledge of human affairs to construct, 
with a sufficiently broad understanding of the rela- 
tions of the different branches of human affairs, the 
plan upon which the operating problems are based. 

It is for this reason that many of the most success- 
ful merchants have been found among those who 
were not specialists in anything except the broad 
interests in humanity and buying and selling, but 
who because of this broad knowledge could direct 
the work of the specialists in any particular line so 
that the greatest efficiency could be secured out of 
the whole plan. 

The statements made against specialized training 
by many men because of its so-called theoretical 
aspect are really made against training which is 
not sufficiently broad to meet at every step the 
demands imposed upon it by increasing responsi- 
bility, which cannot automatically broaden 

^^„ it« field- 
Additional From the smallest subdivision to the 

hUiiylita largest requirements of an industry each 
^^^TP successive step in importance is simply one 
From step further in removing the responsible 
^^1^' individual from specialization, and one de- 
gree toward complete general requirements. 
Every additional undertaking increases the general 
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knowledge necessary and decreases the obligation of 
special knowledge. 

Mr. H. F. J. Porter, in the Alexander Hamilton 
Institute book on '^Management/' says: 



'* Management is like a coaching outfit, the coach 
must be built right before its service is at its best. 
All its four wheels must be of the correct size and its 
body of correct proportions. The horses must be 
weU matched and strong enough to pull the coach. 
One must not be a dray horse and another a trotter. 
The harness must be properly suited to the horses so 
that the collars will not chafe and irritate them, and 
the traces must be of the same length so as to pull 
evenly and not permit one horse to get his legs over 
the other horse's trace and interfere with him. If 
all of these requirements are not met there will be 
danger of not running straight. Merely speaking 
to the horses kindly, or patting them on the neck, or 
giving them sugar, or plying the whip, is not going 
to reach the cause of the trouble. But when this 
organization is properly arranged so that everything 
is in its right place, without overlapping or inter- 
fering, it is ready for the skilled coachman to get up 
into the box, take the reins, and drive the coach over 
such roads as he may meet. There is some assurance 
that it will stay in the middle of the road without 
any inherent tendency to go over into the ditch on 
either side. The man on the box is the manager, 
and upon his general knowledge of conditions and 
his skill in handling the organization will depend the 
efficiency of the organization. This man is an en- 
tirely diflFerent one, however, from the one who 
designed the coach or the harness, although he should 
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have very much to say about the selection of the 
horses." 



The last sentence is not correct; in actual practice 
the man who manages the affair is the man who built 
and selected the material and horses. By saying 
that he built the coach, the statement must be taken 
to mean that he must assemble it. The actual build- 
ing is done by a number of specialists — one makes an 
axle, another a hub, another spokes, etc., but the 
hand which controls the running of the machine is 
the hand which assembles the parts. 

At any rate, he must be equipped to repair any 
broken part at any time, to replace the worn-out 
horses, know the requirements all the way through. 

In some of the large corporations of to-day, whose 
activities take in almost every branch involved in 
industry and commerce, no one man could possibly 
specialize upon the intimate requirements of each 
activity, and the head of such corporation must de- 
pend for his success upon the general character of 
his knowledge of the principles, the broad limita- 
tions, the broad necessities, etc., of each branch, and 
an intimate knowledge of human nature individu- 
ally and in mass. 

^J^ Commercial affairs of to-day dealing with 

Vuion enormous masses of employees, with trade 
Butineu extending over the whole world, with activi- 
ties entering into the technicalities of scores 
of sciences and innumerable details of practice, are 
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demanding more and more not the detailed infor- 
mation along single narrow Unes possessed by the 
specialist but the broad general information which 
permit of a viewpoint properly proportioned, with 
due consideration of the perspective. 

The vision which will allow a keener constructive 
imagination and more accurate foresight demands, 
moreover, a more intimate knowledge of the re- 
quirements of the workers and the public so that the 
affairs of the corporation and its relations with the 
public can be wisely and properly directed. 

We have become so efficient in the manufacture 
of specialists that it is hardly necessary for us to 
devote much more time and attention to this par- 
ticular problem. 

All our educative processes are devoted almost 

entirely to this particular end, and this attitude has 

Special- ^^^ouie SO ingrained in the very fibre that 

isudion it is almost impossible to interest the young 

Wordd ^ people of to-day in any accomplishment or 
B^m^ any branch of human knowledge which they 
TroubU- t^annot almost immediately turn into finan- 

•^ cial help. 

In the New York University the writer has been 
teaching advertising in several courses designed to 
meet various needs and stages of information. 

Time and time again the young men entering 
advertising have asked whether there were courses 
confined to copy writing, to advertising departments 
of periodicals, or other branches of the advertising 
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business without studying those fundamental factors 
upon which the departmental or specialized opera- 
tions are based. In fact, the fundamental studies 
were always less well attended than those portions 
dealing with the technique of the business and the 
development of some specialized portion thereof. 
There seemed to be little or no desire to study the 
factors and the equations of which the technique 
was only the operating sequence. 

We do not think it is worth while to spend any 
money in training the voice unless we become pro- 
fessional singers. We have no use for the dead 
languages unless we are determined to join that small 
company among the literary folk who still have high 
ideals as to what must be understood about language 
in order to use it. 

If we want music we pay for it but do not bother 
to understand it. We are so bound within the 
confines of the specialty with which we secure our 
financial remuneration that we are unable to talk in* 
telligently, for the most part, on other subjects. 

We have so little interest in anything else that 
we have not even taken the trouble to become in- 
telligent about those matters which interest our 
children when they happen to have different tastes 
from oiu*s. 

At the same time it is inevitable that we should 
express opinion upon many of these subjects, so that 
it follows that we use specialists to tell us just what 
should be done in all kinds of matters, and then. 
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having disagreed with them (without any knowledge 
on our part), frequently refuse to abide by their 

OviMe V^^dict. 

Our We have left it to the doctor to bother 
nr/j^^^, about physical and mental well-being; left 

^^^ it to him so thoroughly that we are only 

Any just beginning to have the merest gleamings 
KnauMge ^j information on this subject, and yet we 
consider it perfectly within our province to disagree 
with him and disregard his advice. 

For these many years we have been so filled up 
with the necessity for specializing that it was only 
necessary for a man to call himself a specialist for us 
to accept him. 

An old and successful manufacturer of the earlier 
school, who had not only found time to develop a 
very prosperous and active business, but also to be- 
come accomplished in a great many of the branches 
of human knowledge and activity, expressed to the 
writer sixteen years ago something of what is just 
beginning to make us uneasy as to our worship of 
specialization at the present time. 

In connection with some study which he was sug- 
gesting for a young friend, the boy said he could 
not see how the study would be of value as it was 
not concerned with his specialty. The older man's 
reply was to the effect that the man who knew only 
his own department of a business did not even know 
that. 

Time has proved to the writer on many occasions 
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the wisdom of this viewpoint and also the fact that 
it is unusual and hardly recognized. 

The committee or conference system of organiza- 
tion which has grown out of the responsibilities 
and necessities of modem commerce displays in its 
operation very fully this obsession for specializing 
and its deadly results in the matter of efficiency. 

Governing committees composed of the different 
departments of the business, meeting together to 
discuss the value of certain operations, are hampered 
in arriving at a conclusion by the fact that each mem- 
ber views the matter almost exclusively (subcon- 
sciously) as it will affect his own department. His 
habit of mind has become so thoroughly fixed along 
certain lines that the general processes of thought 
follow a routine of investigation and decision. 

As a consequence the decisions are harder to come 
at in connection with questions which are as broad 
as business, and when they are arrived at they repre- 
sent compromises instead of agreements. In many 
of these matters compromises in a business are fatal 
to efficiency, agreement being the only possible 
ground upon which to base the enthusiastic, coiSper- 
ative, and, at the same time, sane, action as a body. 

Compromises in these particulars are much similar 
to the compromises between masses like labor and 
capital; they merely provide a temporary working 
arrangement committing the various members to a 
general working out until something different can be 
substituted. 
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Time thus usually weeds out finally the inefficient, 
but it is a fearfully slow and wasteful process, costing 
enormously in both men and equipment. Agreement 
can only be had (on the other hand) where the knowl- 
edge and experience have been sufficiently broad 
to enable the various members of the committee to 
see with some degree of clarity the general effect. 

Suppose a matter is being discussed of general 
business policy by the general manager, factory 
manager, sales and traffic managers, and its effort 
for proper efficiency should be proportionally (this, 
however, can only be known by proper study) : gen- 
eral management, 5; factory management, 2; sales 
management, 10; traffic management, S; and it 
would, because of its action, alter the present condi- 
tions to that extent in each of the departments. Its 
general company value is 5 advance on present con- 
ditions, but this advance is contingent upon the 
proportional effort bestowed upon it. Because of 
the tendency of the specialists to consider the matter 
from their own specialized viewpoint, and the inertia 
against change, the attitude of the various depart- 
ments is as follows : 

General manager says the effort is a sales effort, 
and no altered effort is required in his department as 
far as he can see. Sales department says the effort 
principally lies with the general management and 
the factory, and his own department effort is inci- 
dental. Factory is sure it is entirely a sales and 
traffic matter. After discussion the matter is com- 
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promised by altering the plan as follows: general 
management altered, 2; factory management altered, 
6; sales management altered, 8; traffic management 
altered, 4. 

The original plan is destroyed by the changes pro- 
duced by the necessity for compromise, and it is in 
this case left to the slow process of development of 
error by operation to show the deficiencies of the 
compromise. 

Of course in many cases the matters for judgment 
are not so arbitrary, nor are they always hurt by such 
compromises; nevertheless, the man who can see most 
clearly the whole picture cannot hope to convince 
the man who can only see one tree; he can but com- 
promise with hun to the lessened value of the de- 
cision. 

So that by each degree in which any one of the 
members of a committee, governing or investigating 
body, fails to see the whole subject, by just such an 
extent must the decision of the whole body be lowered 
in efficiency. 

The partial attitude of the specialized man reminds 
the writer of an experience of his own in the north of 
England on a walking tour. 

Coming down from the hills one day into a valley 
on the way to the village which invited his inspection, 
he swung off up the side of a moraine to peep at 
the ruins of an old castle. Looking at the gate only 
— ^for it was late and the inner man was lowly calling 
— ^he saw some fine Norman arches, concluded he 
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would investigate no further, and passed on. At the 
village inn» over supper, he talked with another 
traveler, and in the course of the talk casually men- 
tioned the castle and its Norman architectmre. The 
other smiled. "I passed it myself,'' said he, *^and 
it is largely pure Gothic." 

So the argument began. Alter much earnestness, 
some heat, and some good-natured banter, it was 
decided to reinspect, and in the cool light of the Eng- 
lish sunmier evening the inspection was made, disclos- 
ing, as might have been suspected, Norman, Gothic, 
Tudor, and other architectural features, the pro- 
portion and value of which could not be understood 
without a careful study of the whole building, not 
piecemeal, but as a whole. 

Of aU departments of industry and commerce, 

where general knowledge rather than specialized 

Marketing knowledge is imperative for the man who 

andE»- would exercise any executive control, the 

^S:2v department of marketing is most conspicu- 

^^^ ous in this regard, and of this, that branch 

Upon of marketing termed *' Advertising " depends 
and%oi Miost largely upon general eflSciency for suc- 

K^^^^tL ^^^ ^^ ^^ practice. 

The conditions of marketing are never 

standardized, nor are they organized upon the com- 
paratively permanent basis of manufacturing, etc. 
Conditions in the marketing end of business are 
always in a state of flux; they change from year to 
year, and from locality to locality. It is true that 
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many of these changes can be neglected, but they 
must be understood. 

The processes which are tangible are the minor 
processes, the major processes in this department of 

M keti <^^^^^^^ ^^^ intangible and depend for 
Foictor* their success upon the knowledge not only 
niangibu ^| ^j^^ products which are to be marketed, 

but of the markets, the conditions of the mar- 
ket, the changes in the market: the traditions, the 
character; and the circumstances of the commodi- 
ties composing that market, custom, and the meth- 
ods that such custom has allowed, etc. 

These are general not special subjects. They 
are as wide as human nature, and yet upon a knowl- 
edge of them, upon the history of commerce, and 
upon the other broad general considerations entering 
into commerce as a whole, depends for the most part 
the efficiency of the marketing man. 

Experience, excellent teacher though she be, is 
too slow and expensive in her methods to produce 
anything but a very partial result in the way of 
knowledge of this general character. 

Personal experiences are limited in any case, so 
limited that it is only to a very few men such experi- 
ence will give anything but a fragmentary indication 
of general practice and general conditions. 

Furthermore, this fragmentary nature of the teach- 
ing of experience is not calculated to produce that 
attitude and habit of mind which is necessary 
for an accurate survey of a broad, general field, and 
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an accurate understanding of the relation of one con- 
dition to another in a general estimate. 

Where there is no organized knowledge upon the 

particular subject, and where there is practically no 

bibliography, efficiency in the application 

Organized of this subject to practice is necessarily 

Ao^Hng ^^^ ^*^ ^ thosc matters which have been 

Marketing thoroughly Organized. 

"^^"'^* As has been stated in a previous chap* 
ter, the marketing end of the business — ^that is, 
the selling and distributing of products from the 
producer or manufacturer to the consumer — ia the 
most inefficient of any department of industry to- 
day. Special branches of marketing, which have 
been organized to some extent, have acquired a 
degree of efficiency which has not been attained by 
the whole proposition. The railroads as transpor- 
tation units have increased in efficiency to a consid- 
erable degree in the last twenty years. Electric 
and marine transportation have progressed in the 
same direction. 

It will be found, however, that these in 

^Qff^d^ their engineering and operating departments 

Ahng havc been the subject of much investigation, 

SuUabU of much examination, with a consequent 

Branchsi organization of information and the develop- 

cfihe ment of a considerable bibliography which 

Bunnest ^^^ ^ usedfor the instruction of any one 

• proposing to enter upon these branches of 

distribution. 
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Similarly, the accounting or recording necessary for 
marketing transactions has been organized to a very 
considerable degree, has been the subject matter of a 
great deal of literature, and is the object of a very 
large branch and definite character of education. 
Interest is just beginning to be awakened to the 
possibility of organizing the branches of salesmanship 
and advertising in the same way, and a beginning 
is being made. 

In respect of marketing itself, however (which 
embraces all these and many other departments), no 
attempt has been made to coordinate these things, 
to show their fundamental relation and their relative 
importance. 

Finance, transportation, movements of population* 
custom, history, buying habits, practice of account- 
ing, fundamental principles of credit, the analysis of 
marketing cost, necessary local conditions, above all, 
the human factor as employee and customer, have 
not been brought together in any way which would 
coordinate them so as to develop their relative im- 
portance and proportion. 

The field is particularly barren. In a number of 
cases the branches have not been developed in any 
way, and in the marketing end of business it is dis- 
tinctly the case that the man who knows only his 
own department does not know that sufficiently 
well. 

Of all men connected with the marketing end of 
business, the advertising man shoidd be, by virtue 
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of his position, more keenly interested in the devel- 
opment of organized knowledge in regard to the 
fundamentals of this matter than any one 

Jfon/n^else. 

^<«^» Where marketing depended upon the per- 

meni of sonal contact of one individual with another, 

K^^edge ^^ question of those trifles which make 

such a vast amount of difference to the 

success of a proposition did not appear of the same 

importance. 

The individual who was selling, being m personal 
contact with the individual who was buying, was 
able to overcome a considerable amount of difficulty 
which might otherwise have been serious, and, fur- 
thermore, the conditions of sale were not public, nor 
was the character of the product subject to public 
scrutiny. 

Where advertising introduces into the sales con- 
ditions the same methods of mass operation which 
machinery introduces into the manufacturing, those 
factors which could apparently be neglected under 
the individual selling scheme become of sufficient 
importance to militate largely against the ultimate 
efficiency of the work. 

Success does not necessarily spell efficiency, and a 
great many selling and advertising campaigns have 
been successful which in the light of even present- 
day knowledge could not be considered efficient, 
and there is no doubt that the information which will 
be secured in the next ten years will mean that an 
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examination of our present selling and advertising 
work in the light of the information and knowledge 
of ten years hence will show them to be successful, 
but not as efficient as they have been. 

The advertising man must of necessity be pos- 
sessed of an intimate knowledge of the broad, gen- 
eral interests of humanity, having something of the 
instinct of the author without his liberty in choice 
of subject. 

Where it is necessary for him to successfully bring 
commodities to the attention of hundreds of thou- 
sands or of millions of people at one time, with 
one sermon, one text, and one iUustration, it is 
obvious that every factor which would have the 
slightest effect upon the efficiency of that one ser- 
mon or its technical surroundings is of the utmost 
importance. 

It may be permissible to make a mistake in selling 
argument or policy as between individual and in- 
dividual, but it is obviously impossible to make that 
kind of a mistake in publicly proclaiming the facts 
about an article or service to millions of people at the 
same time. 

To the advertising man, therefore, the necessity 
for careful investigation or organized knowledge is 
obvious, it is natural that he should be more inter- 
ested in the understanding of general market condi- 
tions in an intimate degree, of the establishment of 
principles, etc. 

In using a force fraught with the possibilities 
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which are involved in advertising, it is obvious that 
the control must be infinitely more accurate than it 
need be where the individual force is used, affecting, 
as it does, only a few people at a time. 

What is necessary for the advertising man, how- 
ever, is just as important, although not so obvious, 
for any man connected in a responsible capacity with 
the marketing end of business. 

Only as the information becomes organized, col- 
lected, and available for use will the present-day 
duplication of effort be reduced to reasonable pro- 
portion. 

From an examination of only a comparatively few 

(and these the most progressive marketing units in 

. the country to-day), it is obvious that a 

Being large majority of them are experimenting 
Jl^^ily with some one thing or another which has 
the Slow already been determined by somebody else. 

Expert This is only possible because the lack of 
^l^AowT *v^^*^^^^ reference in regard to what has 

Any been already accomplished is sufficiently 

R^^^ complete to make it almost impossible to 

^*^ secure reliable information not only as to 
current practice but as to the value of the 
different things which have been tried, determined, 
and either eliminated or used. 

The success of modem industry in specializing has 
swung the pendulum so far that way that it is very 
difficult to acquire the general efficiency which is so 
necessary for thorough executive work. 
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It is probable that the next generation or two 
will find it necessary to devise some way of special- 
izing upon general knowledge so as to supply the 
want which is to be found in our present scheme of 
things. 



DIVISION V 
ORGANIZATION 



CHAPTER Xm 

General Conditions 

History— Character of primitive organization— Feudal 
system — Commercial organization as a despotism — ^Mod- 
em conditions — Fundamental difference in mental atti- 
tude — Business organization based upon discipline — ^No 
appeal in business except that organized labor has forced 
an appeal — ^Principles of representation as shown in 
profit sharing — Organization efficiency — ^Well-informed 
worker — ^Mental attitude of worker — Control of worker. 

HISTORICAL 

BUSINESS organizations are affected and 
changed by the same conditions which affect 
the social and political organizations. A study 
of the history of business organization, therefore, is 
a study reaching back into the development of the 
social and political organizations of the present time. 
It is true that the business organizations of to-day 
are less closely allied in their methods of discipline, 
in their general arrangement and consideration, with 
the social and political organizations of to-day than 
they have been in the past. This is to be expected, 
inasmuch as business organization since the begin- 
ning of the developments which have taken place 
in the last century has used its influence to prevent 

809 
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changes in the political organization, and its suprem- 
acy to resist any changes in its own. This means 
that business organization since the beginning of the 
development referred to has made little progress in 
comparison with the changes in the political organ- 
ization and method in the same time. As in all other 
cases in considering the standpoint of modem busi- 
ness, the historical developments must be determined 
principally from a political standpoint before the 
developments of the last century, and thereafter 
principally from a business standpoint. 

The primitive organization of most of the races 
of which we have any record have been purely co- 
operative, direct acting, democratic organ- 
Pnmiitve i^atious, with One general status for all the 
tiofu Gen^ units and a direct connection between these 
D^McraHc units and the head of the organization. 

The organizations which influenced the 
general type of political, social, and business organi- 
zations in the western civilization were the democratic 
organization of the Scandinavian peoples, and the 
more complicated structures of the Celts, Romans, 
Franks, etc., which affected or superimposed their 
own type of organization upon the simpler system 
used by the Scandinavian peoples. 

The Scandinavian peoples in the early part of 
the Christian era consisted of small tribes under 
the leadership of a Jarl, the head of each house- 
hold being entitled to a voice in the councils of 
the tribe, all matters of law and order, all punish- 
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ments^etc^all disputes being decided by the assembly 
of the whole nation. 

Early Even after these tribes had settled down 

Scandi- in Great Britain and other portions of 
Orgamxar westem Europe, complicating their social 
Demo^aiic *^^ governmental structures by the ac- 
quisition of property, by the establishment 
of heredity earls, and by the adoption of kings, the 
freeman was still entitled to a voice in the nation (at 
any rate, theoretically), and merely delegated his 
duty to those who attended the Witenagemot. 

The Roman organization, starting as a pure de- 
mocracy of freemen, had changed its complexion en- 

^^ tirely as the nation grew wealthy from its 
Organissor couqucsts, as Its boundaries extended, as 
Or^lil^y it drew into its service numbers of slaves, 

a De- building up a huge class who were not ad- 
mitted to citizenship or representation in 
the government. 

While the theory of representation remained in the 

structure of the Roman organization, it had been so 

^^ sadly misused as to make it practically in- 

udion effectual, and in the outlying portions of the 
Pr^icdi^ empire, in Gaul and in the surrounding 

LoHin territory, the succeeding visitations of the 

Hai^ various tribes of Gothic peoples had broken 
%Miod ^^ force of the Roman structure so that it 
was combined with ideas derived from these 
other sources. 

In France^ Burgundy, the Duchy of Austria^ etc., 
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at the time immediately preceding and following 
Charlemagne, we find the beginnings of the feudal 
system which finally overlaid the democratic systems 
of the Scandinavian peoples in most of the countries 
of western Europe, and greatly altered the organi- 
zation tendencies. 

The change in the Roman organization from a 
representative, cooperative body to a military, aris- 
tocratic one of a disciplinary character, was similar 
to the changes which took place in the organizations 
mentioned in France and other parts of western 
Europe. The purely cooperative, direct-acting or- 
ganization, depending upon each man's voice in 
affairs, proved unable to withstand the changes 
brought about by the very vigor of that democracy- 
Wealth seciured by acquisitions from people of 
inferior fighting ability, but more particularly the 
slaves secured by the same means, served to intro- 
duce not only the inequalities which resulted in the 
delegation of some of the governmental duties, but 
also the disciplinary control from above in place of 
cooperative control from below. 
_ ,. There remained, however, two general 

9ian divisions m the orgamzation at this par- 
Vdw^riiy ^^^^^ time, the Scandinavian peoples 
Oooe Up having voluntarily put their control in the 
Voice hands of the delegated f ew» while among the 
*^mnu I^^*^^» t^^ Franks, Merogovinians, and 
others, the few had seized the control from 
the many and introduced what formed the basis of the 
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feudal system, and has intimately influenced every 
organization in the western civilization thereafter. 

The tribes belonging to the Scandinavian peoples 
who had followed Rollo into Normandy adopted 
from the people already settled there the system of 
fiefs and the obligation of the organization unit to 
serve the earl, king, or duke through the representa- 
tive appointed to control. 

This adoption fundamentally changed the organi- 
zation under which the dukedom of Normandy was 
administered from the organization of Scan- 
Feudal dinavian origin. Its introduction into Great 
Entirely Britain, at the time of the conquest of that 
^^^ island by William the Conqueror, completed 
Represeni- the circle of its influence upon that portion 
8yJem of westem Europe which was to control the 

destinies of the greater part of the world. 
This feudal organization (as it is called from the 
word "Feu,** or tax, which was demanded of the unit 
by the immediate representative) is the foundation of 
all social, political, and business organization of the 
present time, with such modification as the uncon- 
querable, independent Saxon has forced 

Feudal . , . . . • 

Syetem from time to time. 

Uwm^Dtdy ^* ^^ based upon the duties of the unit to 

of In- support and serve the representative of the 

to Sene head of the government, and is not based 

the Gov- upon the duties of the government t6 serve 

the umt. 
It is true that the one thousand years intervening 
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between the introduction of this organization into 
Great Britain and the present have seen it modified 
to such an extent that to a casual glance it has funda- 
mentally changed. 

Nevertheless, the evidence all tends to show that 
no matter what the extent and character of the modi- 
fications which have occurred in that time, the dis- 
ciplinary spirit, the necessity for the supervision and 
control of the unitby the representative of thegovem- 
ment, whether it be business, social, or political, is 
still to a great extent the ruling attitude of mind and 
the ruling spirit in which all organization is con- 
structed and all matters pertaining to organization 
are determined. 

Commercial organizations, with which we are 
alone concerned in this chapter, before the introduc- 
tion of steam and the segregation of manufacturing 
and merchandizing units, were conducted upon the 
principle of absolute despotism. The functionaries 
were the master and the workman. 

Because of the fact that he provided the place to 

work, the equipment, and the material, the master 

felt it to be not only his privilege but his 

^!dOr^ (I ^^ going to say divine) right to control 
gamMfOion ag he wished the activities of his workmen, 
an Ahto- and Until very lately to control them almost 
l)JSm "^ *>^^dage. 

For what is apprenticeship, which the 
youth was bound legally to serve, but a form of 
bondage? The very term which was used in this case 
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— ^to be "bound out" — ia sufBcient evidence of the 
matter. 

As commercial units grew bigger, it became neces- 
sary for the master to appoint representatives who 
should have authority over certain divisions of his 
workmen. These men, whether the matter was so 
stated or not, were appointed as taskmasters, and 
taskmasters they remained until very lately, from 
whom nothing was demanded except that they seciure 
enough service out of the workmen. 

At this point in commercial organization the rights 
were all on the side of the master, the workmen had 
no rights, nothing but obligations. Nothing counted 
save the one object of getting as much service as 
possible with as little pay as possible. In fact, at 
this point the master himself did not take any re- 
sponsibility for the actions of his representatives 
who had authority over other men except so far as 
those actions affected his pocketbook. 

MODEBN CONDITIONS 

Walter Dill Scott, in his "Psychology of the Twen- 
tieth Century Man," says that the fundamental 
Funda- difference between the motive for action 
^^^f^ to-day and in the past is the difference be- 
in Mental tween hopc and fear. 
Auuude rpj^^ organization and the conduct of 

affairs all through history, until the latter part of the 
nineteenth century, indicate that the chief and funda- 
mental basis for all organization was fear. 
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The system of disciplinary control established 
with the lapse of the purely democratic organiza- 
tions of primitive Europe was necessarily established 
upon the control of the many through the fear of 
discipline. 

Such an organization recognized no obligation on 
the part of the governors toward the governed. It 
recognized only the obligation of the governed to the 
governor. The remnant of that Scandinavian spirit 
succeeded in wresting from time to time important 
modification of this principle from the governors and 
the government, so that some measure of representa- 
tion was secured in political affairs, and finally the 
principle of representation itself was recognized. 

The influence of the early folk moot or shire moot 
is still to be discerned in the town meeting and 
the mass meeting. Without the Witenagemot it is 
unlikely that we should have any congress or parlia- 
ment. With all these modifications, however, the 
fact remains that the political organization of the 
past has been based upon disciplinary control en- 
tirely. 

Business organizations, much more than political 

organizations, have been based upon disciplinary con- 

^ . trol. While the government has always 

Organiza- interfered very greatly with the action of 

%^^"^ commerce, the interference growing less as 

^^r *^ history proceeds, and while it has always 

^^ been a privilege to do business rather than a 

right, the idea tJbat government had any reason for 
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limiting the authority possessed by the head of a 
business over his organization is a distinctly modem 

one. 

It is not very long ago that the workman was 
little removed from slavery in the conditions of his 
work. 

Under such circumstances the only possible or- 
ganization was the disciplinary organization based 
upon the control by the few, without any representa- 
tion whatever on the part of the many who were gov- 
erned by such discipline. 

In fact» there is to-day no parallel for the business 

organization as it is generally outlined unless it be 

the military organization which is conf ess- 

Butinen edly built not upon the obligation to the in- 

^tUm dividual but upon the obedience of the 

''o^ individual. 

MUitary The workcr under the control of a fore- 
isS^ man or other superior in rank has been» and 
is to-day, entirely at the mercy of such 
superior in most organizations. 

There are no courts in business to which the worker 

can take a case when he considers himself unjustly 

^ treated. There are no appeals from the 

Appeals in judgment of the immediate superior unless 

"^"**' they be taken by the worker to the man who 

has placed in charge that superior. 

The business organization has been built upon fear ; 
fear has been the impelling motive in every action of 
it. 
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The worker, to whom his job represents the sole 
possibility of keeping himself alive, finds the risk 

RUk of ^' Appeal too great to be undertaken except 

Appeal in the case of extreme necessity or provo- 
*^ ^ cation. This is so in aU except the fields 
of organized labor, and in such respects as the rapidly 
progressing political opinion of the public has de- 
manded it shall be changed. 

Organized labor, by the strength which lies in con- 
certed action, has forced the employer to recognize 
the right of appeal, has obliged the head of 
9^V^^ the business organization to agree to arbi- 
Foreedthe tratiou, which is the nearest approach to 
^ioRe^ trial by jury, to review of a case, and con- 
nizelu scqucntly to allow those measm^s which 
AjfpeS ii^ some degree duplicate the legal redress 
which is provided for the persecuted in the 
political body. 

Organized labor has accomplished, however, some- 
thing beyond all this in obliging the employer to 
recognize the right of appeal and of arbitration. 
It has also required him to recognize the right of 
representation. 

In fact, it would not be surprising if the estimate 
of future generations as to the most important com- 
mercial development of the early part of the twenti- 
eth century should be the recognition of the right of 
representation in the government of business by the 
workers in that business. 

The generally accepted method of dealing with 
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organized labor through its own organizations, of 
conferring with them, of arbitrating and deciding, 
is tantamount to giving the organized worker repre- 
sentation in the conduct of the business through 
his appointed delegates. 

The rapid advance which has been made in this 

principle, however, is much more clearly shown in 

. . . the profit-sharing schemes which have been 

cfRepre- Started in various places, in the method of 

SWii securing suggestions and ideas from aU em- 

^k^^ ployees, in the extension of the principle of 
meetings of employees, and in the consid- 
eration given to recommendations by a majority of 
the employees. 

To what an extent this principle is recognized in 
some concerns will be understood more fully when 
it is noted that in one case a two-thirds vote of the 
employees will carry an idea into the business method 
even over the veto of the board of directors. 

Whatever the extent to which representation of 
this kind has been admitted in the business organiza- 

MUUarv *^^^' *^^ military system of organizations 
System is doomed and is rapidly passing away. 
Doomed ^^^]^^^^ government is becoming co- 
operative through the action of committees, which 
committees are in all progressive organizations taking 
the place of the ineffectual, disciplinary one-man 
rule. The committee form of government in business 
is in fact the entering wedge which is carrying the 
theory of representation into all ranks of employees. 
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It is with keen insight into the general tendency 
that Professor Scott has caUed the attitude of the 
twentieth century one of hope. The worker 
Q^^ . in the business organization of to-day is 
Butineu beginning to feel that he is of some value as 
^JJJJJ**" an individual. He is not to be instructed 
only, but to be consulted. He is not to be 
disciplined without having an opportunity for de- 
fence. He is not to be governed without representa- 
tion in the government. He has hope such as he has 
not had in the past because his vision is larger, his 
outlook is wider, and the possibilities of his success 
are consequently greater. 

ORGANIZATION EFFICIENCY 

Inasmuch as the efficiency of business organiza- 
tion is paramount in any consideration of its value, 
it is necessary to determine the general advantage 
and disadvantage of each type of organization, and 
measure the advance which has been made. 

The disciplinary type of organization is based upon 

the supposition that no man is willing to work for 

another or do his best for another unless he 

^l^ganr ^^ driven by the fear of punishment in one 

^^ form or another. 

Upon The reason for doing it, the interest there 
^LoAw**^ may be in doing it, are of secondary impor- 
tance to this type of organization. Every 
endeavor under such a scheme of things is of a 
repressive character. The subordinate must be in- 



GENERAL CONDITIONS 321 

structed,and» more important still, the instructor must 
be right, and there is no appeal from the decision. 

So long as no connection was observed between 
the attitude of mind and the efficiency of work some 
excuse could be offered for the idea that the organ- 
ization built entirely upon disciplinary lines was the 
best and most efficient. 

Were it possible to find supervisors who were 
absolutely accurate in their intelligence to the ex- 
tent necessary for the supervision, equally atrophied 
along all other lines so that no questions not im- 
mediately concerned with such supervision should 
seem of any moment to them — if workers could be 
secured, limited by their intelligence to the scope of 
their immediate piece of work — under such circum- 
stances the disciplinary organization founded upon 
fear, exercised through the instruction and possibility 
of punishment, might represent efficiency. 

It is impossible, however, to conceive of any other 

conditions where such organization could be counted 

as better than a makeshift to be discarded 

^J^ as rapidly as education made it possible. 

VoiUy As a matter of fact, the worker of to-day 
In^msd ^ vastly better informed than the most 
r^»2" aristocratic of his superiors of a hundred 

eenor years ago. Organization is no mystery to 
him. Fraternal societies, labor organiza- 
tion, political organization, special associations with 
interest in innumerable questions, have taught him 
the limitations and values of the various types. 
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On public questions, on developments in other 
parts of the world, on all matters which have general 
interest for him» he is well informed. 

He has arrived at the place where he will no longer 
accept injustice without appeal, accept instruction 
without understanding, or discipline without reason. 

If representation is not given to him he will take 

it, as he has done in the cooperative societies of 

Great Britain, Germany, and Denmark. 

Cwmc^Be Education, community of interest, and po- 

Driven, Utical representation, are teaching him his 

Led * own power, his own value, and his own 

necessities. Under these circumstances he 

is rapidly becoming a creature who cannot be driven, 

who can only be led, and even then requires a bond 

from the leader. 

In all industries, no matter to what extent they 
have been developed and organized to the use of the 
automatic machinery, no matter how much of the 
skill has been transferred from the worker, it still 
remains that the return upon the investment, the 
cost of goods manufactiu*ed, and, in fact, the gen- 
eral efficiency of the whole structure of business, 
depend so largely upon the efficiency of the individ- 
ual worker that the wastes or savings in this respect 
represent more than all others combined. 

Furthermore, it is obvious that the efficiency of 
the individual worker is influenced principally by 
his attitude of mind. 

Only when the tasks, the inclination, the sentiment. 
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and the occupation concentrate upon the same propo- 
sition is it possible to secure the highest efficiency, 
and it is probable that the difference between such 

Eifunefuni ^^^^^^^3^ *^^ ^^ cfficicncy arising from the 

qfworker disciplinary character of the organization 

^Vwn would more than compensate for the added 

^*^M^ cost due to the representation secured by the 

worker in the representative organization. 

Socialism, if one may refer to a term so variously 

defined in respect of a particular theory, is based 

upon nothing more than a complete system 
Consider* of representative organizations in business. 
Re^^en- '^^ coSpcrativc societies in Europe are the 
tation and first Step in any such scheme. 
Efficiency Government ownership of many utilities 
of Repre- jg advocatcd, and is desired even where the 

scnicUton 

clumsy organization of politics makes it 
impossible to develop efficiency and the service 
costs more in proportion, because the average worker 
would rather pay more for a service if he has a voice 
in its affairs than he would pay less for anything 
else. 

Between the inefficient service of government- 
owned business — with its complete but ineffectual 
system of representation, and a disciplinary organ- 
ization — with its complete but ineffectual system 
of punishment, there arises the possibility of an 
efficient organization carrying representation in such 
a way that the worker is secured proper voice in the 
affairs of the organization. 
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The decision, the intelligence, the breadth of view 
of the governors of the organization are retained, 
however, so that the efficiency of the individual 
worker is increased, and yet the system which per- 
mits the working out of a broad policy, large opera- 
tion, and extended service is sufficiently simple and 
flexible to give the organization the advantage of 
its government without delay. 

In the consideration of the fact that because he 

had risked his money he was entitled to all that could 

be made, the man who has his capital in the 

Uiwiy business has usually overlooked the fact 

Cm^med ^**' ^* ^ frequently necessary to give more 

Rather in Order to get more; that the amount of 

Tangible i^ioney to be made from any business is 

Ti^dts ^^* ^ fi^^ quantity, but the component of 

Inianifilde a good many factors, and that almost all 

^^Uiu^ of these factors depend for their values upon 

the human equation at some point or other. 

The idea of allowing employees some voice in the 

affairs of the company has been characterized as 

ridiculous and revolutionary because there is no 

apparent right of the employee to be considered in 

such question. His services are bought and paid for 

and that is the end of it. 

It would be the end of it if the services of the 
worker were bought and paid for with the same ac- 
curate standardization as the commodities which he 
makes. 
The services of the worker, however, are fluctu- 
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ating and flexible, they are intangible, they cannot 
be controlled entirely under any system of organi- 
zation. 
Worker*J^e These services represent the greatest part 
Impossible of any manufacturing cost, they represent 
%ot^^ the part about which we know least, they 
represent a part, the worth of which is 
rapidly increasing in its percentage upon the in- 
dividual unit. 

Under these circumstances it is not a question of 

the rights of the manufacturer, the financier, the 

capitalist, or of the rights of the worker or 

QuesHon the subordinate, it is a question of the best 

aoSi^n method to increase the efficiency of the 

cfEffir organization as a whole, the disciplinary 

system having proved unsuccessful, having 

been discarded in a considerable number of cases, 

and having been modified to some extent in a great 

many more. 

Government in business is no more securely based 
than government in politics when it rests upon obedi- 
ence without cooperation, when judgment 
ifiBusi- IS called for without confidence, and when 
®g5^f^ the employee is condemned without defence 
or appeal. 
It is a sign of the development of closer relations 
between the different individuals comprising a busi- 
ness organization that the whole disciplinary system 
is giving way and being replaced by one in which the 
representative principle is recognized to some degree. 



CHAPTER XIV 

Obqanization Conditions Affecting Mar- 
keting 

Interest of marketing man in organization of marketing 
efficiency — ^Attitude of worker on efficiency — ^Repre- 
sentative system in marketing and merchandizing — 
Change in merchandizing— Advertising man and organ- 
ization govern in business and stability — ^Advertising 
and interior organization — ^Advertising the public and 
the organization effect — ^Advertising tendencies and their 
effect upon organization. 

TO THE marketing man — ^that is, the man who 
is interested in efficient selling and advertising 
in its many phases — this general tendency of 
organization to depart from the strict disciplinary 
system ia of special import because of the fact that 
in the marketing end of the business more of 
Marketing \}^^ sJqH required is the property of the in- 
SpeciaUy dividual workcF. 

^in^?* Furthermore, the success of the market- 

ci^f^ of ing portion of business depends so intimately 

in^^ upon those intangible, human-nature factors 

which have been grouped under the general 

term "psychology," that the attitude of mind of 

the employee toward the organization acquires an 

importance entirely different from what it would be 

in any other case. 
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The attitude of mind of the worker in the market- 
ing end of business affects not only the efficiency of 
his work as regards the accuracy and speed of his own 
operations, but it affects much more greatly the 
efficiency of his work in regard to the action of his 
personality upon the personality of the other workers 
and the public. 

It is of the utmost importance, therefore, that the 
marketing organization should represent the organi- 
zation which will fulfil the requirements from 
Marketing the employee standpoint thoroughly without 
^m^er^ endangering the possibility of prompt deci- 
sion and action in any way. 
It is, therefore, to be expected that the devel- 
opment from the standpoint of securing represen- 
tation of employees in the conduct of the concern 
should have been developed more thoroughly in con- 
nection with merchandizing and marketing than in 
any other branch of business. 

It is a logical development in this proposition to 

find that in the retail business the most radical and 

. complete steps looking to the representa- 

and tion of the worker in the management have 

^^^^ been made. 

Bunneu The cooperative societies of Great Britain 
the Reprt ^^^ Europe began as organizations for the 
p'^^'^ benefit of the buyer and the worker in the 
marketing or selling end of business, extend- 
ing to the manufacturing and production only after 
liaving thoroughly established themselves in the other 



328 NEW BUSINESS 

field. It was a retail store which allowed its employees 
power to change any of the methods of the store by a 
two^thirds vote, and to pass such a method over the veto 
of the board of directors by the necessary two thirds. 
This development is sufficiently interesting for me 
to quote from an authorized report of its working: 

The Filene's stores in Boston have been very suc- 
cessful in their work of stimulating their employees. 

In 1888 the officials of William FUene & Sons 
Company mapped out a plan whereby they could 
secure the cooperation of their employees in shaping 
policies, and in placing the policies into operation and 
maintaining them. 

A plan was mapped out whereby the employees 
held weekly meetings to discuss policies and sales 
plans, and it was through these weekly meetings 
that there was developed an association called the 
Filene's Cooperative Association. 

Formerly, during the executive meetings, it had 
been foimd that many subjects brought up for dis- 
cussion had to be referred to the various employees, 
because the subjects discussed, in many cases, were of 
vital interest and affected the interests of employees. 

The employees' meetings were held every Fnday 

night, after the store had closed, and, as a result of 

this plan, the employees take an active 

I^^* interest in the welfare of the organization, 

tSSan^ ^^^ it is a well-known fact that the F. C. A., 

Emploueet as the association is called, not alone does 

JJj^ things, but bears a large part of the respon- 
agemeat sibilityin the management of the employees, 
or in other words, of themselves. 

In the Filene's stores the employees have the 
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privilege of initiating or amending any rule that 
affects the efficiency of an employee — the restrictions 
being that the rule must be passed by two thirds of 
the members. 

After a rule has been passed or has been recom- 
mended, it may be vetoed by the President, General 
Manager, or Board of Managers of the Company, and 
after such a veto, if a mass meeting of the FUene's 
Co5perative Association passes it over the veto, the 
rule becomes operative. 

The F. C. A. is governed by a Board of Managers 
and operates departments such as Insurance or 
Medical, and has a physician, a dentist, and many 
other specialists, who look after the health of the 
employees. 

As an illustration of the work of the powers of the 
employees, two or three instances are hereby cited : 

On one occasion the employees at one of the mass 
meetings voted to close the store for three days: 
Thursday, July 4th, Friday, July 6th, and Saturday, 
July 6th — ^in other words, they voted for three days' 
vacation. 

Other Boston stores were notified but refused to 
take similar action, with the result that it was claimed 
afterward that the advertising value alone, of this 
departure from custom, repaid the firm very hand- 
somely. 

At another mass meeting the employees voted 
against keeping open evenings preceding Christmas. 
They also voted upon earlier hours, when they should 
begin and end, also that they should be permitted 
to buy advertised goods on any day, including Mon- 
day, during employees' regular shopping hours. 

TTie F. C. A. members raised money for those em- 
ployees who had suffered loss in the Chelsea fire. 
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and in 1906 the F. C. A., as a corporation, became a 
stockholder in the William Filene's Sons Company. 

One of the most important innovations in the 
method of management was the introduction of 
an Arbitration Board, which came into existence in 
June, 1901. 

One of the rules of the company had been that 
** Any breakage or loss shall be immediately reported 
to the Floor Superintendent, or, in a non-sales sec- 
tion, to its manager. He will charge the loss to the 
person who has negligently caused it, over the latter's 
signature. The Cashier will then deduct the amount 
from the week's wages." 

At one of the mass meetings this rule was discussed, 
and it was made evident ti^at it had been working 
some hardship, and this brought about the sugges- 
tion that a Board of Arbitration be appointed with 
the result that the Executive Board, representing the 
firm, agreed at once, and that board now not only ad- 
justs questions relating to breakages or damage, but 
adjusts differences between the firm and employees, 
or between employees, relative to store affairs. 

Recently, in an address before the members of the 
Ethical Culture Society in New York, Mr. Filene 
stated that their plan of operation had proven to be 
thoroughly successful, as had been demonstrated by 
the results. 

Further, that the Arbitration Board, in case of dis- 
missal of an employee, had the power to reinstate the 
employee upon two-thirds vote of the board in 
favor of the reinstatement. Further, that through 
their recently established Vocational Department, 
the fitness of employees was studied so that they 
could be assigned to the work to which they were best 
suited. 
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It is in the sales end of all kinds of business, or in 
those businesses which have to do with trading, that 
the convention of employees, the meeting of employ- 
ees, and the general discussion of p>olicy, methods 
of operation, etc., have been developed to the great- 
est extent. 

To the student of marketing, indeed, the whole 
efficiency of merchandizing is being affected by this 

Change ^^^^ ^^^^ * purely disciplinary system 

in Mer- to a partly representative one. 

ng rpj^^ student of markets should be the 
closest student of organization and organization 
development, partly because the increasing efficiency 
in business must be developed in future in the 
marketing end, and partly because the importance 
of the attitude of mind of the employee is much 
greater in that end of the business than in any other. 

Of all the men connected with marketing, the ad- 
vertising man should be the closest student of the 
general tendencies and conditions. 

It is natural that the advertising man should be 
found among the most enthusiastic believers in the 
AdoerHsina ^^^^^ ^^ ssiles Conventions, or discussion of 
Man Great policies, with those who have to carry them 
Repreeen- out, of the general education of the em- 
^^^^^^ ployee, and of all those items which are 

Hon really measiures looking toward an increasing 
voice in the affairs of the organization by the 
employee. 

This is natural, because the advertising man has 
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been obliged to recognize the fact that the value of 
a marketing organization depends most largely upon 
the attitude, information^ and value of its employees 
who meet the public. Only so much of the policy as 
they understand is of any value in the actual mar- 
keting, because only by that much is the public in- 
fluenced. 

The board of directors, the financial genius, the 
talented constructor, may build a railroad that is a 
wonder to look at, but only the station agent, the 
baggageman, the porter, the conductor, can keep that 
railroad paying dividends. 

The sales manager may build a sales organization 
capable of handling an enormous amount of business, 
but only the salesman, the shipping clerk, 
^hwnd ^^^ ^^ stockman can keep the business. 
Ufon Inr The constructive imagination, the genius 
Workers A^d abiUty to see the possibilities above and 
beyond the present, to direct the develop- 
ment in that way, etc., are the special prerogative 
and value of the controlling heads of a business. 

The operating pohcy, however, is made up piece- 
meal, day after day, from the individual effect of 
the individual employee upon the public 
^^*Sr^ with which he comes in contact, and that is 
Made by the policy by which the organization will be 
Emjiloyeee ultimately known. 

The advertising man, trained to recognize 
the value of these seeming trifles, is naturally con- 
cerned about the education of the employee, and 
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his part in the making of the policies and carry- 
ing them out. As a result of this he desires the repre* 
sentation of the employee through discussion of the 
matters of interest, knowing that it is just as neces- 
sary for the employer to understand the employee and 
get the benefit of his ideas as to reverse the process. 

The result of his interest in organization changes, 

and the newer developments, particularly marketing 

organization, is to be seen in the importance 

^Ifir att*ch«? to ^^ subject by the advertising 
Irderettin associations, the amount of space devoted 

^rtow**" to it by the advertising journals, and the 
way in which the advertising man has fos- 
tered the employees' house organ as a means of 
indicating to the employee the fact that he stands 
out individually to the management of the concern, 
and through his suggestions, etc., has a voice to some 
extent in its affairs. 

The employees' house-organ development waa, of 
course, made in the first place primarily to increase 
the enthusiasm of the salesman and supply those 
points of information which could not be supplied in 
the ordinary way of correspondence and discussion. 

It must be admitted that its method of awakening 
enthusiasm was largely the revivalist method. At 
EmpUnfees' *^^ same time, the necessity for continual 

aause stimulation to closer interest required in 

^^^ the publication month after month of an 

employees' journal and the ideals which must of 

necessity be behind it, forced the development of 



S34 NEW BUSINESS 

closer relations in other ways by introducing edu- 
cational matter, by adding further incentives to the 
employee, and by asking for suggestions so that the 
employees themselves could be made a part of the 
house-organ development. 

As a matter of fact, the publicity which the search 
for news, the search for interesting subject matter, 
and the exploitation of the manufacturer's wares 
have brought upon business, have compelled a grad- 
ual change in the outlook of the business itself upon 
organization matters. 

The , foundation of a public opinion or of public 

ideal must of necessity have a tendency in this di- 

rection. There is a very excellent reason 

PubliJay for the fact that the metropolis of most 

^i^wn' ^^^^^^ ^^^ ^ ^^^ comparable cities are 

behind the rest of the country in general 

development from a civic and community standpoint. 

This is because it is impossible in cities of that size to 

create or siistain an adequate public opinion because 

of lack of personal organized relations through which 

Lack of Pu^l^c opinion is maintained. The man 

PMie who lives out in Uxbridge Road, London, 

inLa^ England, has little in conunon with the resi- 

c«3w ^^^* ^' Upper Norwood, and from these 

andiu two the attitude of the Greenwich dweller 

***" is again removed. Similarly, the man who 

lives in Flatbush is not interested in the same local 

items as the man who lives in Van Cortlandt Park or 

University Heights, New York. 
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The trouble is the cities are too big, and so they 

must subdivide themselves into smaller localities in 

the minds of the people who live there. 

F^l Th^^^ ^^y *>« *^ enormous private opinion 
Public in respect of the service utilities, in the 
Ab^ service of better systems of sewerage, street 
^"^? cleaning, etc., but it does not weld into an 
Pressure Organized public opinion. The same thing 
Duress ^^ been true of business. So long as the 
transactions of the marketing end of busi- 
ness were private matters between the individual 
concern and the individual customer, there was no 
incentive to progress comparable with the one which 
was later introduced, and as long as the conditions 
of production and manufacturing were regarded as 
mattersof privatearrangement between employer and 
employee there was httle incentive for betterment. 
Just as soon as the overpowering necessity for news 
opened up these matters for public consideration, 
just as soon as the tremendous human interest of 
business began to be publicly exploited, and just 
as soon as the manufacturer himself took space in the 
public prints to express his ideal of his own service, 
just so soon did public pressiure begin to bear upon 
the organization conditions in business to square 
them with the ideas and education of the general 
public. 

Furthermore, the advertising man is essentially 
a student of human nature, and he quickly observed 
the importance of exploiting the organization because 
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of the relation of the organization and the value of 
its service. In so doing, the advantage of cooper- 
ation over instruction and of representative govern- 
ment over discipline from the selling standpoint be- 
came apparent. 

Advertising itself has a considerable effect upon 

interior organization, whether it be an organization 

AdperUnng ^' *^^ representative character or whether 

Effect on it be a military one. Walter DiU Scott, 

Organvsar in his book, *^ Increasing Human Efficiency 

turn jjj Business," notes the importance of loy- 
alty, its development increasing the value of the 
human unit in connection with the operations of busi- 
ness. He also notes that this loyalty must be based 
largely upon personal relationship between the em- 
ployee and the employer; and further, that this per- 
sonal relationship must be based upon the human 
sympathy between the two. 

Advertising has the effect of bringing about closer 
personal relations between the employer and the 
^^j^^,^^. employee, for the simple reason that the 

Brings employee becomes much more familiar with 
Relations the portious of the business which are not 
Em^nier ^^^^^ upou in his daily work. He ac- 

and quires a perspective which could not be 

mvioyee ggc^J.gJ jjj ^^y other Way, and reaches a 

point where he is able to view the concerns of the 
company with more sympathy and understanding 
than would be possible if his attention were confined 
to his own activities. The difficulties which he may 
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enoounter and the grievances which may enter his 
mind because of those inevitable frictions begin to 
be of less importance as the circle of his vision in- 
creases in respect of his own organization. It is not 
too much to say that unless an employee of a com- 
pany can be brought into close relations with the 
organization it will militate against the best service 
to the stockholders and public. 

General advertising, house-organ work, and all 
those things, which tend to give the employee more 
information regarding the policy, the facilities, the 
ideal of the company, have a large effect upon the 
development of those close relations which are neces- 
sary to this full outside service. Furthermore, they 
have a distinct effect upon the loyalty of the em- 
ployee by giving him public reasons of a satisfactory 
character for his employment with them. The ad- 
vertising which he sees is seen also by the general 
public, and the measure of value to him in his employ* 
ment by the concern is greatly increased because of the 
knowledge possessed by his friends and acquaintances 
regarding the service and character of the company. 

This in turn has its reaction upon the public who 
come in contact with the employee, because the satis- 
faction of the employee and his attitude of enthusi- 
asm toward his concern and their service increases 
the value of that service in the minds of the public 
with whom the employee comes in contact; and 
also increases greatly the feeling of reliability with 
which the concern is regarded. 
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Filially, the old idea of the employee, fostered by 

the secrecy surrounding business, that the public was 

not to be taken into confid^ice, that the 

qfs^or^ service was not to be explained in its true 

To^ value, that they were conspirators toward 
Ccnavirae^ the public, gives Way to the more eflicient 

i^vUif ^<^^^ ^^^ ^^ company is working in the 

J>^V' open and is anxious to tell the public all 
that can be told in respect of the service 
which they render. As a natural consequence of 
this, the attitude <rf the employee is unconsciously 
altered so that the public is regarded in a way 
which is necessary for the greatest efficiency. It is 
quite probable that in the last analysis all the other 
profits accruing from advertising are no greater than 
this one item. 
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CHAPTER XV 

Good-will 

What good-will implies — ^Varieties of its importance — 
Amomit of money invested not necessarily any bearing 
— Good-will depends upon the public's buying habits — 
Good-will and staples— Good-will attached to an organi- 
zation— Good-wm attached to a product — Good-will 
factors — ^Physical factors — ^Psychological factors — Good- 
will value — ^Fixity and discrimination of buying habit 
— ^Association of ideas — ^Discrimination on Uie part of 
the public — ^Appearance — ^Difference between and par- 
ticular product discrimination — ^Rance of buying habit 
— ^The effect of advertising upon good-will. 

WHAT "good-will" IMPLIES 

THE word " Good- will, " as it is used to express 
that part of a business which has accrued to 
it by reason of the continual buying upon the 
part of a certain section of the public, so completely 
expresses what this part of the business actually is 
that it is sometimes astonishing to find it used in its 
technical sense without any regard to the deeper 
meaning contained therein. It is literally and abso- 
lutely what the name implies — the good-will of the 
buying public toward the particular corporation and 
the commodity involved. 
The importance of the good-will varies, not be- 

841 
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cause it lacks value in connection with any busi- 
ness, but its money value and its importance from 
Imvortanee * ^lonetary Standpoint must of necessity 

ofoood^ change with the condition involved in the 
**"** particular business. It has frequently been 
considered of the most importance when the money 
absorbed by the business represents little or no 
tangible investment in manufacturing properties or 
other assets of the kind, and consequently when the 
capital which has been put into the building-up of 
the business must be considered practically against 
the good-will attached to it. 

This attitude arises, however, from a superficial 
consideration of the facts of the case in their en- 
tirety, and from lack of observation r^ard- 

^Maney ^^8 ^^ buying habits of the public and the 
^"f*^^» way in which these become fixed or changed. 

AiMtUor As a matter of fact, neither the amount 

^B^fu ^' money involved in the tangible assets of 

the manufacturing property and equipment, 

etc., nor the amount spent in securing the market, 

has anything to do necessarily with the value of the 

^^^ good-will attached thereto. 

Value The value of this good-will depends f un- 

^wpon' danientally upon the general laws which 

Buying govem the fixity and change in the buying 
rftke habit of the public, the degree with which 

Publio tjj^ commodity in question is affected by the 
laws governing the one or the other, and consequently 
the possibility of such of the trade as attaches to the 
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business remaining fixed to it, and of value therefore 
for a long period of time. 

The value of good-will consequently is not neces- 
sarily in proportion to the number of years which 
the concern has been in business, to the 
QueMm extent of its trade, or to the general knowl- 
%fY^ edge of itself or its goods, although all these 
tfiBim- are indications which together with other 
factors have some bearing upon the matter. 
The value depends rather upon those psychological 
laws (which are just beginning to induce the serious 
attention of the scientific student of human nature) 
which sway the habits of a whole people, or some 
general division of a whole people, in accordance 
with some common impulse and quite apart from the 
individual differences. 
F^^$ ^^^ ^ consideration of the matter we must 
O^eming therefore develop the general tendencies 
Habiu which aid in the fixing or changing of a buy- 
^noim ^^^ habit, in its enlargement or curtailment, 
and to what degree these may be governed 
by the business as well as to what degree tiiey will 
affect the good-will. 

Whatever may be determined of other 
Itwohing Blatters which influence to some extent the 
StapU buying of the public or any portion of it, it 
Individ- must be Stated at once that the product which 
Leao^^ue ^* Di^n^^actured as a staple — ^known only by 
its generic term, sold without any identifi- 
cation by the individual manufacturer^ lacking any 
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special characteristics or individuality, bought with- 
out regard to its origin — ^represents the smallest 
value of any good- will to be found attaching itself to 
any business. 

In such cases the value of the business to be con- 
sidered in terms of its obligations must be repre- 
sented practically in its entirety by tangible assets 
in the way of real estate, manufacturing properties 
and equipment, and other items which can quickly 
be turned into money if the necessity arises. 

The only value which can be found in any such 

business, outside of the tangible assets and future 

orders already booked, lies in the personal 

in Suck acquaintance between the members of the 

J^J^. concern and the customers, the delivery ser- 

Produd vice. Uniformity of service, etc., which have 

^^ characterized their management. These 

things, however, have a tendency to die 

with the owners of the concern and would with 

di£Sculty attach themselves in any d^ree to the 

successors. 

In fact, in this case, the good- will value would not 
represent good-will attached to the product, but 
good-will attached to the individuality of the firm» 
and such good-will is known to be transferable only 
with difficulty, and of little particular moment in an 
appraisal. 

In all other cases, where the product has to some 
extent attached to itself an individuality, a service 
which can be considered as belonging to the specific 
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product put out by the specific firm in question, the 
item of good-will becomes of importance in any val- 
uation of the business, and in these cases the various 
points which enter into its importance must be con- 
sidered outside of the manufacturer's records in es- 
timating its true value. 

There are two sets of factors which enter into the 

value of good-wiU which affect the possibility of the 

business carrying a certain value in its trade 

ofFactori from oue owner to another, the first set 

CanMered ^^^^^^K rather to the physical condition 

of the matter, and the second set to the 

psychological condition of the business as measured 

by the attitude of the public. 

The first set of factors may be stated as follows 

PHYSICAL FACTOBS 

1. The number of consumers in proportion to the 
total population, and the dispersion of such consum- 
ers in regard to the total number of types and classes 
in the population. 

2. The extent to which the individual service of 
the individual product in question has become in- 
timately known to these consumers and is considered 
by them, 

8. The length of time through which the consumers 
of this product have been securing satisfactory ser- 
vice from it, not as to total numbers but as to in- 
dividual cases. 

4. The extent to which the policy of marketing has 
become settled, and the length of time during which 
it ha9 been settled so that no abrupt changes have 
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been introduced into the selling organization, and 
consequently into the buying habit of the consumers. 

It ?nll readily be seen that these factors pertaining 
to the business itself are of the utmost importance 
in measuring the value of the good-will which at- 
taches to such business. All other things being equal, 
that business which caters to the largest number of 
consumers in proportion to the population, dispersed 
through all classes and types, will present the greatest 
amount of fixity in connection with the buying habit 
of the consumers, and will be least measurably dis- 
turbed by changes in ownership. 

It logically follows that this value depends not 
only on the number of consumers and its dispersion 
through the different portions of the population and 
types of people, but it is proportional to the extent 
to which they have been acquainted with the in- 
dividuality of the product. 

This may be accomplished on account of the length 
of time through which it has been on the market and 
known to them, and may be accomplished through 
the character of the marketing; it may be specifically 
due to the genius of its advertising, or a combination 
of all these. Each of these factors, however, enters 
intimately into the value and the fixity of the buying 
habit, because the intimacy with which the name is 
known argues the extent to which the habit is ap- 
proaching the subconscious, and consequently to 
which it is almost impossible to change. This, too^ 
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is necessarily influenced by the length of time through 
which the individual consumer has been buying, long 
habit in this respect having a tendency to become fixed 
into the same subconscious action which is so difficult 
to influence or to change in any other direction. 

The continuation of a definite and settled policy 
of marketing must also be a determining factor in the 

^^ extent to which the buying habit belonging 

SettUd to the individual proposition has become 

D^Me fix^- Changes in the policy of marketing 

Marking under which a product is sold have the same 

*^ tendency to prevent any buying habit from 

becoming so thoroughly a part of the daily routine 

as changes in the product itself. 

All these items which can be determined from the 
tangible history of business are, as you will observe, 
merely indications of the habit of mind of the buying 
public who have attached themselves to the product 
and the business in question. 

There are, in addition to these points, certain other 
factors which in turn react upon them, and explain 
them to the extent of offering more intimate indica- 
tions of the value of the good-will and its stability. 
These are the psychological factors above referred 
to and they are in some respect concerned with the 
consumer or buyer of the goods and his attitude 
toward the product in question. 

It is obvious that (quite apart from those items 
which enter into the general buying of the public or a 
portion of it as staples imidentified and covered by a 
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generic name)' the fixity of the buying habit of such 

a portion of the public varies with the character of 

FixUy cf the product itself and the service which it 

^HabU "^^ders. 

Vofies The importance of the service rendered 

Product ^y ^ pi*oduct is not always equal to its im- 

'Mf pression upon the mind of the buyer. The 

advantage of some items is so definite that it becomes 

a fixed habit to discriminate between the products of 

such a class, while in other classes the ad- 

and vantage is sufficiently removed from the 

iV^T^^^'^dipary considerations of the parUcular 

Propor- buying public in question to preclude any 

deep interest in such discrimination. 
This is apart from the length of time through which 
the particular business has been serving the public, 
upon the extent to which its products are known 
publicly in an advertising way, or the imiformity of 
the service which they have offered, and must be con- 
sidered as modifying the conclusions which would be 
drawnfrom the tangible factors heretofore considered. 

PSYCHOLOGICAL FACTORS 

These items can be divided generally: 

1. Into those products, commodities, or services 
which intimately affect the daily life of the public 
or a segregated portion thereof. 

2. Those commodities or services which are just 
as necessary but only of occasional moment. 

8. Those products which are not necessary, which 
are not of daily use, which are obviously luxuries or 
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items useful only in the pursuit of particular hobbies 
or pleasures. 
^^^ These again may be divided into the 
Factors following general divisions: 

(a) Those commodities which touch per- 
sonal appearance, personalcomf ort, or personalhealth. 
(b) Those commodities whidi affect personal 
standing, position, or social life. 
IntervMdir (^j) Those coumiodities which affect 

Fador» appearance, looks, or outward character, 
whether connected with personal affairs, 
business, or the surroundings. 

(d) Those conmiodities which affect the opera- 
tion and through the operation affect the appearance. 

(e) Those commodities which affect the operation 
without becoming obvious in such effect, or only 
becoming obvious under close scrutiny and patient 
observation. 

Those products, commodities, or services which 
affect the daily life of the public or any part thereof 
have the greatest possibility of becoming a fixed 
buying habit, and, other things being equal, are more 
susceptible to thorough discrimination on the part 
of the buyer than in any other case. 

This is only so, however, to an extent, and this 
together with the other two factors mentioned under 
headings 1, 2, and 8, must be taken in conjunction 
with the subsidiary or intermediate factors just sug- 
gested in order to determine accurately the state of 
the buying habit of the public in connection with the 
particular conmiodities and the particular business 
in question. 
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In considering these points, it must be constantly 
kept in mind that the good- will value is not the value 
of the service produced by the particular 
Vaiw the product or firm in question under its present 
rwwMT* ^^'^^^tions, but the value which that s«vice 
would have if the other assets of the firm 
were transferred as a going business to some other 
management, which is a somewhat different matter. 
Considered from this standpoint, the greatest possi* 
bilities in fixing the buying habit so that it will attach 
Fixiiv rf itself to the product as a continual discrim- 
^^y^ ination in favor of such product, without 
Greau§t regard to changes of management, lie in 
^^ connection with those things which enter 
Personal into the daily life of the public and touch 
^'*^* intimately the personal appearance, com- 
fort, or health. 

Upon matters which affect personal appearance, 
comfort, or health, the buying habit which has be* 
come fixed to a particular product is aided by such 
a deep prejudice against experiment, possibility of 
pain, discomfort, or change in public standing, that 
it is fixed in a way which is impossible in any other 
case. 

At this point some one will undoubtedly caU to 
mind the ease with which a patent medicine can be 
successfully put upon the market, and institute such 
illustration to contradict the foregoing statement. 
This is, however, no contradiction, but rather a vin« 
dication of the statement when it is considered that 
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those who are the buyers of patent medicine are 
those who have failed to secure satisfactory service 
from anything else which they have tried, those 
who look for quick relief rather than remedy, and 
those who can for their imaginary ills secure an im- 
aginary cure from the patent medicine. 

Such as those are continually searching because 
the unsatisfactory service necessitated by the very 
mental and physical conditions of the case demand 
continual change in the endeavor to arrive at a buy- 
ing habit which can remain sufficiently satisfactory 
to become fixed. 

This is borne out by the fact that wherever patent 
medicines have been brought out, which have any 
claim to value, they have succeeded in holding their 
buying public and in making the buying habit 
thoroughly fixed* 

As a matta* of fact, illustration after illustration 
could be made of the things which enter into this 
item of the daily care of the personal appearance, 
comfort, or health, showing the prejudice which sur- 
rounds the buying habit if the service be at all 
satisfactory and the habit has been thoroughly es- 
tablished. 

Toflet articles, articles of personal adornment, 
services of the medical man, etc., are passed from 
parent to children, not only as to the habit itself but 
as to the particular commodities with which the habit 
has been associated. 

To use certain things is part of our habit of life. 
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having oome down from our parents and carrying 
from U8 to our children. Fortunately, we vary suffi- 
ciently, generation to generation, so that 
^fid!^ what was satisfactory service to one becomes 
l^wMn unsatisfactory to another and the buying 

Habii habit changes. 
CmMMdUm Nevertheless, it remains that no good* 
will can be represented by such a fixed 
buying habit as the good- will which has to do with 
a particular product or service in the field of daily 
requirements or personal health, comfort, and ap- 
pearance. 

Where the items which enter into the personal 

appearance, comfort, and health are not for daily 

use, being items just as necessary as the 

SSSi daily requirements but of occasional mo- 

^f^ ment only, the buying habit does not dis- 
Wksre ih§ criminate between the products to the same 

/« an extent as it does where they are matters of 
^JJ^JJJ^ daily use and daily requirement. 

This is not because the advantages of such 
discrimination are lessobvious,ortheprejudiceagainst 
change any the less deep-seated, it is simply because 
the occasional character of the service rendered makes 
it impossible for the buying habit to become so nearly 
a subconscious matter, and consequently does not 
allow it to become so thoroughly fixed. 

Where the service is an occasional one, the require- 
ment of such service is a departure from the routine 
rather than an extension of it, and consequently the 
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mind is thrown out of its usual consideration and the 

discrimination occurs from a different standpoint and 

from a somewhat different reason. 
Furthermore, this consideration imposes certain 

requirements upon the marketing end of the business 

relating to any particular product of this 

^JjJ^"}^" kind, which are important to a degree over 

ThU Case and above the importance attached to them 

Because ^ in the former case. In estimating the good- 

pj^ndar ^^ ^^ suiii case the eslent to which the in- 

Commodity dividual service of such product has become 
inHmately intimately known to the consumers is a mat- 

"^^Shlhf ^^ ^* ^^^ ".^^°^^«* importance. 

Oceaswnal The affairs of the company handling the 

^^^ product must have been managed in such 

a way that the product itself is not only 

known, but associated so intimately with the service 

in question that it will automatically come to mind 

at the moment any such service is required because 

of such association. 

The next thing in importance to those commodi- 
ties which affect the personality are those which 
affect the standing, position, or social life, or are con- 
nected with certain public estimates of such standing 
or position. 

While these commodities do not as a rule become 
fixed buying habits from arriving at a state where the 
action of buying is almost subconscious, they assume 
a sufficient importance to make the discrimination 
not only of some moment but almost an obligation. 



354 NEW BUSD>IESS 

In such matters as these it is as much a failure for 

the individual to buy the wrong product as to buy 

the wrong kind of product. The arbitrary 

WlSS distinctions imposed by the social and 

^^^ business requirements make the necessity 

Standing for keen discrimination between individual 

^ ^Are^ products, SO that in these cases the discrim- 

Matteri inatiou is almost as definite and impor- 

Diter^ taut as in the case of the personal items, 

"^*^ ** although it arises from an entirely difiFerent 

attitude of mind. 

In this case, however, it lies not so much in the 

continued satisfactory service of the product from 

the standpoint of intrinsic value, but the 

Socied public opinion regarding its acceptability 

^^^^^ to the particular standing, position, or social 

Than Consideration involved. 
^ kSwT^ a very considerable part of the value of 
the good-will of Tiffany, Mark Cross, or 
Liberty, etc., is due not only to the fact of unusual 
service but to the fact that such service has resulted 
in the possession of products from those particular 
firms counting as synonymous with certain standing 
upon matters of taste. 

Complimentary to these products and the products 
mentioned earlier, are those commodities which, 
while they have not immediately to do with the per- 
sonal appearance, comfort, social standing, etc., affect 
the appearance, looks, or outward character of things 
connected with personal affairs or business affairs. 
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Such commodities as these may be comiected with a 

man's hobbies or pleasures, with a man's garage, his 

automobile, or his stable, with his office, his 

Tkingi storc. Things which in themselves are in- 

^T3f^ cidental to the sum total but are of such 

Appear- a character in connection with this total 

^{% as to affect the final results very obviously. 

Ineid^aal jj- ^^ \y^ g^u ^g^i there is no definite 

oil* ifn^ 

partant in dividingliue between these conmiodities and 

^^ the conmiodities of the previous class when 

w^ considered in regard to the personal affairs, 

although the latter extend and ramify very 

much further than the requirements of social life 

would demand. 

They are intended to cover, moreover. 
Diving the Conditions which confront all classes of 

B^!een P^^P^^» *^^ *^®y r^pr^^^it themsclves to 

These people in all walks of life and in connection 

^Pr^ with all manner of business. 

^t>v There is a fixity in the demand for prod- 

Thai ucts which enters into the total appearance 

^J^JJ^^j^ of the surroundings in connection with the 

Not 90 personality or business, and which contrib- 

Fixed \n utes in a certain way and imder definite con- 

Thsee Jitions to that appearance. 

The requirements vary according to the 

character and size of the business, being, however, 

extremely definite. They partake to some extent ol 

■^ the properties of the preceding class in that they call 

for discrimination, not primarily because of the in- 
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trinsic value of the service, but because of the way 
in which such service fits in with the arbitraiy re- 
quirements imposed upon it. 

They represent, however, no such limitation in 
respect of public opinion as in the preceding case, 
PMiein ^^ public in this case demanding only a 
The9$ certain kind of commodity, and not a certain 
mand» definite and particular product. The buy- 
Camm<3fity^^S habit is Consequently less definitely 
AorfAer fixed from the standpoint of product than 
Particuiar iu the Other cases so far considered, the 
Product discrimination being primarily devoted to 
the adoption of the right kind, and becoming particu- 
larized only in view of the perceptible or suggested 
differences in the way in which the different products 
fulfil the idea of the kind required. 

Over a series of years, and covering two 

HMixn or three generations, it can be shown that 

C««f *^^ buying habit changes more frequently 

Changes in these cases than in the previous cases 

Frequently Stated, although it is still sufficiently strong 

^s^T^^ to become more or less definitely fixed and 

to resist change to a considerable d^ree. 

Scarcely divided from this class are thecommodities 

which enter into the operation of the affairs of the 

personal or business life, being a part of the 

ties Enter- requirements for such operation. The daily 

ing tnto ^j^^ occasional necessities of the household 

Operation 

and the business are in this class. 
There are two divisions in this class of products 
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— those necessary to the operation which by their use 
affect the appearance; and, secondly, those which do 
not affect the appearance even although they are 
necessary to the continuance of the operation. 

In these classes there is a very distinct and decided 
drop in the fixity of the buying habit, and the dis- 
crimination rests not upon personal tastes 
S^^iH or types but very much more largely upon 
J^y^f the intrinsic value of the service. 
HahUin It has been observed that women wiU 
CUmm *^^*vel many miles and subject themselves 
to a great deal of inconvenience to be present 
at a sale of gowns and house-furnishings, while very 
few of these women will travel more than necessary 
to take advantage of a reduction in the price of meat. 
On the other hand, furniture and floor polish, which 
have an effect upon the appearance, although they are 
a part of the operating expense, wiU be bought not 
only as polish but by the name of the particular 
product, and some considerable trouble and incon- 
venience will be required to prevent the particularly 
desired product being secured. 

The furniture polish belongs to the class of prod- 
ucts which immediately by their use affect the ap- 
FixUyqf pearance, just as is true of the materiab 
H^ used in many cases in business. In these 
Service cases discrimination is called for on the basis 
^^'^^^ of the demands of appearance, and discrimi- 
nation is to that extent strong and effective in regard 
to the particular product. 
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It is basedy however, entirely upon the service 
rendered by the product, and a very small amount 
of dissatisfaction will be enough to change it from 
one particular product to another. 

It is not so strong as the discrimination which 
affects things necessary to personal appearance, 
health, or social standing. A woman will go a little 
farther for furniture polish than she woidd for meat, 
but she will be content to stay a good deal closer 
home, even if she cannot get the particular material 
desired, than she would in the case of the gowns and 
house-furnishings. 

In all the other cases which we have considered, 
so much is made up of personal taste, prejudice, 
or public opinion, etc., that the intrinsic value of the 
service is only a part of the value of the buying habit 
from a good-will standpoint. In the present cases, 
however, satisfactory service is the only basis of 
discrimination between particular products of the 
same class, and upon the continuance of satisfactory 
service depends the value of the good- will. 

Where items enter into the operation, but do not 
affect the appearance or become obvious in their use, 
the satisfactory service is so difficult to estimate, and 
so apparently unimportant when estimated, the dis- 
crimination is very indifferent in regard to these 
commodities and is based entirely upon the extent 
to which the product is known and the ease with 
which it can be secured. 

In such case, difference in price, a difficulty in secur- 
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ing the material^ or any little item standing in the way 

of such discrimination, will be sufficient to destroy 

c mod' ^*' ^ ^ consequence, the buying habit in 

tUa Enter- this case is not particularly fixed nor to be 

Owr^!^ regarded as entirely staple. 

j^it^ These considerations are given as factors, 

mAp- the value of which cannot be definitely 

^^^l^^l^ determined per se, but which in connection 

valu$, with any particular business will illuminate 

hdr the tangible factors of the business itself to 

^n^ such an extent that avery much more correct 

Buj/ing appraisal of the good- will can be made after 

the complete consideration. 
The tendency in all questions involving the value 
of the items connected with commercial affairs, to 
disregard the psychological features of the case, 
has been impressed upon the writer time after time, 
and this despite the fact that the basis for most values 
in connection with the marketing end of business are 
psychological and can only be analyzed from such a 
standpoint. 

For instance, the following which attaches itself 
to a commercial salesman, and which he can swing 
from one firm to another, represents a buying habit 
so intimately connected with the individual that it 
could not be transferred to another individual as 
part of the good-will of a business. This phenom- 
enon, however, is not an unusual one in connection 
with commercial business. The same condition 
prevails to a ^eater or less extent in connection with 
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the good-will attached to many different kinds of 
business. The discrimination in favor of a particular 
product on the part of the buying public is essen- 
tially the fundamental factor which gives the good- 
will and its value, but this discrimination must be 
based upon the service attached to the product rather 
than upon the service attached to the individual, 
because in order to deliver the value at which it has 
been appraised it should be transferable to a new 
ownership and new management with little loss. 

There has been a tendency in all considerations 
of this matter of good-will which have come to the 
writer's attention to discuss it as though the partic- 
ular business in question had a definite and certain 
control over the buyers whose habit of buying formed 
such good-will. As a matter of fact, a very little 
reflection will show that the only valuable good-will 
lies in the fixity of the buying habit and the character 
and strength of the discrimination which induces 
the people (who have attached themselves to the 
particular product) to continue with its use. 

It is evident, therefore, that in any case, where 
analytical measures are taken to determine the value 
of good-will as attached to any business, the view- 
point of the consumer as it relates to the general 
buying habit in respect of the class of commodity 
of which the item in question is a part, as well as the 
attitude of the consumer in respect of the particular 
product in question, are the things to be determined 
with the utmost care, because they represent the 
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ease or difficulty with which such good-will can be 
diverted from the business or held to it upon a 
change. 

All tangible items, the figures as to the number of 
customers, the average yearly sale, the length of 
time during which they have bought, etc., are either 
indicative of these fundamental buying-*habit factors 
or they are subsidiary to them and good only if used 
properly in connection with them, so that due im- 
portance may be placed at the points which justify 
it and not otherwise. 



CHAPTER XVI 

Transitional Stage 

Position of commerce — Outlook of worker — Changed 
conditions — Commercial man out of sympathy with 
changes — Opinion of public — Change in the attitude 
of commerce toward publicity — ^Attitude of buyer and 
selling profits — ^Enormous manufacturing investments 
require stability — ^Manufactured production usually 
greater than consumption — ^New study of human fac- 
tors — ^Rapid commumcation and intercmange of ideas — 
Changing conditions — Suspicion adds to buyer's cost 
and reduces seller's profit — ^Profit not a definite item 
but a component of many factors — Practices have 
developed too quickly for proper mental adjustment — 
Deeper consideration of costs required. 

POSITION OF COBfMERCE 

FROM whatever standpoint commerce, as 
apart from production and manufacturing* 
b viewed, it would seem to be undergoing 
fundamental changes, to be requiring such readjust- 
ments as to call for an entirely different viewpoint, 
and to demand a new and different kind of analysis 
from that formerly employed in the consideration of 
its problems. 

As a matter of fact, commerce has been rapidly 
falling behind the production and manufacturing 
departments in its attitude toward the public, and its 

86S 
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conception of efficiencies and its determination of im- 
provements. It has not succeeded in drawing the 
necessary lessons from the change in the 
HatFd^ conditions fostered by the growth of manu- 
BMndihe f acturing units, by the development of read- 
tunny and ing and education, by the strengthening of 
^Ih^di^ the workman's organizations, and the change 
in the general status of the worker. This 
can be illustrated in many ways. 

In Chapter V there are some statistics regarding 
the efficiency of the workers of the manufacturing 
Efficiencu *^^ productiou and the distributing ends 
rf Manu- of busiucss. These figures show a constant 
faetunng jjjQj^|^g^ jjj ^^ efficiency of manufactur- 
ing, a showing which is borne out by the state- 
ments in connection with particular industries. In 
connection with the textile industry the amount of 
product per worker turned out in the various man- 
ufacturing industries shows a definite growth; for in- 
stance, in 1880 the amount manufactured per worker 
represented (in the United States) $1,600, and in 
1900 the amount represented $1,700. 
CoHof ^^^ increased cost of special service re- 
SeUing quired by the consumer and imposed upon 
Falling the retailer by the necessities of competition. 
Behind of y^^ increased cost of selling generally felt in 
eiai End cf all industries, is to be taken as an indication 
^"^"^' of the same thing. 
Of course, there is no attempt to charge the man 
engaged in thecommercial end of business with having 
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neglected to note and become interested in these con- 
ditions, but there isplentyof evidence that hehas taken 
advantage of these things, as they affected the custo- 
mer without appreciating theobligations thesechanges 
were imposing upon him as a seller and marketer. 
Unconsidered by the controlling forces of com- 
mercial business, the skilled worker and his 

Skilled 

Worker f rieuds and comrades, who in the aggr^ate 
Cha^^ form the majority opinion of any nation, 
have been learning many things outside the 
scope of their individual occupations. 

The exigencies of politics -have shown them the 
value of their votes; their own organizations have 
PoliHos, demonstrated the necessity for machines; 
^Sriil the reading they have been able to do has 
Oum shown them a horizon infinitely wider than 
'"powlr*'* *^® ^^^ which formerly bounded their menr 
Ba9e tal vision. These things have been grad- 
Tknr ually acquired by the proletariat without 
^^"*'*** any but insignificant indications, too insig- 
nificant to have shown the tendency of affairs to the 
average man engaged in commercial pursuits. 

It is only now, when the hazy ideas generated 
by these mental and physical changes have crys- 
tallized into definite opinions, and as such are be- 
ing translated into regidations and laws, that the 
man engaged in commercial affairs has acquired a 
belated sense of change, setting up a howl of protest 
when it is really necessary for him to turn the chang- 
ing public opinion to an advantage. 



TRANSITIONAL STAGE 865 

Nothing could so thoroughly demonstrate the 

growth in the organizing capacity and outlook of the 

worker as the history of the cooperative 

Co&peraiive Societies of Great Britain and the continent 

fnGf^ which have in the space of little over half a 

Britain ccutury developed in the English kingdom 
Or^nizing f Foni a smaU retail store in the manuf actur- 
Sy^^ ing town of Rockdale to the business of over 
$600,000,000 which represents the coopera- 
tive movement among the workers of Great Britain 
to-day. The vast array of factories, warehouses, 
plantations, steamship lines, etc., all belonging to 
these organizations, is an epitome of the develop- 
ment of the worker in the last half century. The 
growth of the labor unions in political importance 
is characteristic of the organizing capacity in the 
modem worker's ranks, and it is also an indication of 
the changed position of public opinion to the worker 
and consequently to the whole social structure. 

Steeped in the operations of trading which have 
cultivated an entirely different attitude of mind 
from that induced by the tangible and definite opera- 
tions of manufacturing and production, the man 
engaged in commerce has displayed little under- 
standing of the viewpoint of these other departments, 
and has found it impossible either to sympathize 
with or appreciate the fundamental changes which 
have taken place therein. 

Much less is it possible for him to understand the 
irresistible swing of the opinion of the proletariat. 
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away from some of the theories and practices which 
are dearest to his sentiment and imagination, toward 
theories and practices which have for him held the 
very essence of abhorrence at all times. 

Forced by the political expression of this opinion 

in the multifarious enactments of recent years to 

deal with a situation which he has not under- 

JaJ^ stood nor previously taken account of, the 

^^"1^ commercial man finds himself hopelessly 

wUktiu deficient in those arguments which would 
^^aSiHu' ^^^t ^^ sympathy of the majority, so that 
^n^^l^his analysis falls upon deaf ears and he is 
Mediks left to cry his protests to the empty space. 
^^^ The artisan, the skilled worker, those who 
provide amusement or entertainment — ^these 
at least are delivering some tangible service, the 
value of which can be readily understood and appre- 
ciated by the majority. Their leaders, supervisors, 
the men who plan their designs and create, are en- 
gaged in equally tangible service just as readily 
understood. 

The non-producer, on the other hand — ^the man 
who is occupied with buying and selling, with sale, 
with trade, and distribution — ^no determination has 
ever been made as to the value of his service to the 
social organism at large. 

There are no standards by which his remuneration 
may be determined. All that the worker can see is 
that his is intangible service, sufficiently intangible to 
be doubtful in its value, for the selling and trading 
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branches have absorbed what to his mind is the larger 
share of the spoils. 

The tangible and definite production of 

^^^JJ^, these commodities, the definite planning, de- 

^^^ sign, and operation of these services he 

Distribu^ holds are the important parts. 

*Tradn' Once the thing is well made, what amount 

ofCkarg- of ingenuity is necessary to sell it? When 

Much for it has been designed to meet the require- 

J^^ ments of the consumer, what unusual dis- 

play of talent must be absorbed in its 

distribution? 

This argument has always been the argument of 
the artisan, the designer, and the creator of tangible 
things. 

In the last thirty years he has seen the commercial 
man who had no part in the tangible production 
grow rich beyond the dreams of avarice. Accident, 
combination of circumstances, mere population devel- 
opment, have had their effect as well as ingenuity, 
cunning, shrewdness, and analysis. 

The body politic, however, or social organization, 
does not act from reason, but from the feeling which 
becomes spread through it by the sentiment and 
opinion of the majority. The sentiment of the 
majority is that commerce has robbed the artisan, 
the worker, the designer, of the fruits of his industry, 
making him pay by his economies for the excesses of 
the trader and the seller, and then charging him as 
consumer with an unnecessary profit for service. 
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It makes little difference whether these things are 

so or not, or to what extent they are so. The com- 

Wkdhsr ^^^^1 man, absorbed in his own work, has 

True or allowed this opinion to accumulate without 
meree Ha$ doing very much to combat it. 
thsO^ Nay, rather in the mystery with which he 

ton to has surrounded his proceedings, by his re- 
Aocumulau fyj^^ ^ tsike the public into his confidence, 

he has aided in the formation and crystallization of 

all the suspicions which might have found a place 

in the sentiments of the proletariat. It is 

Thu beside the question for him to rail against 

hiiEii ^^ propaganda of the socialist, the action 
8eer€ii9€ of the labor union, or the conduct of the. 
pohtician. 

It is of no use for him to cry out that every man's 
hand is against him and that he is not allowed a fair 
hearing. 

Whatever be the truth of the matter the principal 
part of the blame rests upon himself, who has in the 
past refused to give an accounting of his service^ to 
take the public into his confidence. 

He has, in fact, been ready in many cases to show 
how he despised the demands or the opinion of the 
public, and how ready he was to determine things from 
his own standpoint without regard to how far such 
determination harmonized with their requirements. 

This difficulty between the commercial and the 
other branches of human activity is expressed by 
Hobson very thoroughly as follows: 
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"The complete breakdown of all barriers which 
impede the free flow of commerce and the migration 
Ther I ^^ Capital and labor, the fullest and wid- 
No Such est dissemination of industrial information. 
Thing are necessary to the attainment of the in- 
Pri^ dividualistic ideal of free trade. Perfect 
Action in transparency of industrial operations, per- 
Modem feet fluidity of labor and of wealth would 
Commerce ^q^^^ incalculably great economies in the 
production of commercial wealth. The free-trader, 
in his concentration upon the achievement of the 
latter economy, has generally failed to do full jus- 
tice to the importance of the former. He has, in- 
deed, to some limited extent recognized the value 
of accurate and extended industrial information as 
the intellectual basis of free trade. But, in common 
with most economists, he has failed to carry this 
consideration far enough. It is generally admitted 
that the increased publication of accounts and quo- 
tations of stock, springing out of the extension of 
joint-stock enterprise, the growth of numerous trade 
journals, the collection and dissemination of in- 
dustrial facts by government bureau and private 
statisticians, are serviceable in many ways. But the 
extreme repugnance which is shown toward all en- 
deavors to extend the compulsory powers of ac- 
quiring information by the state, the extreme jeal- 
ousy with which the rights of private information 
are maintained, show how inadequately the true 
character of modem industry is grasped. In the 
complexity of modem commerce it should be recog- 
nized that there is no such thing as a * self -guard- 
ing ' or a private action. No fact bearing on prices, 
wages, profits, methods of production, etc., concerns 
a single firm or a single body of workers. Every 
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industrial action, however detailed in character, 
however secretly conducted, has a public import, 
and necessarily affects the actions and interests of 
innumerable persons. Indeed it is often precisely 
in the knowledge of those matters regarded as most 
private, and most carefully secreted, that the public 
interest chiefly lies. Yet so firmly rooted in the 
business mind is the individualistic conception of 
industry that any idea of a public development of 
those important private facts upon which the credit 
of a particular firm is based would appear to destroy 
the very foundation of the commercial fabric. But, 
although in the game of commerce a single firm which 
played its hand openly while others kept theirs well 
concealed might suffer failure, it is quite evident that 
the whole community interested in the game would 
gain immensely if all the hands were on the table. 
^ .. Many, if not most, of the great disasters 
^r&t of modem commercial societies are attrib- 
DutuUrg utable precisely to the fact that the credit 
^Jmnuw ^' great business firms, which is pre- 
Dueto eminently an affair of public interest, is 
c'^^f '^^&^^^ ^ purely private before the crash. 
Regarded ^ industry grows more and more complex, 
aePurdy SO the interest of the public and of an ever- 
PrMHrf* wider public in every industrial action 
^^ grows apace, and a correspondingly grow- 
ing recognition of this public interest, with provision 
for its security, will be found necessary. So far as 
the natural changes of industrial structure in the pri- 
vate business fail to provide the requisite publicity, 
the exercise of direct scrutiny must come to be en- 
forced. The reluctance shovm alike by bodies of em- 
ployers and of workers to divulge material facts is in 
large measure due to the false ideas they have con- 
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ceived as to the nature of industrial activity, which ed- 
ucation can do something to remove, but which, if not 
removed, must be overruled in the public interest." 

NEW DEVELOPBiENTS IN COMMERCE 

The most hopeful sign of a readjustment of the 

matter lies in the fact that during the past ten or 

. fifteen years a goodly number of men at the 

the Aui- head of large affairs in conunerce, in trading 

Comm^ce ^^^ Selling, have appreciated the importance 

Toward of pubUc Opinion even in regard to the so- 
called private affairs of business. 

They have apparently seen that in all poli- 
cies, in all ages, methods of conducting commerce 
have been regarded more as a privilege than a 
right, and have been subject at all times to the 
regulation of the government. They have, however, 
seen more in regard to the matter than this. They 
have seen that the very profit of the selling itself 
depends in the last analysis not upon the ingenuity, 
shrewdness, or artifice of the seller, but upon the atti- 
tude of the buyer, the good-will of the public, and 
that no industry can remain any longer than the 
public suffers it to do so. 

An indication of the change in this respect is given 
by Professor Cherington in ''Advertising as a Busi- 
ness Force " : 

Another feature of railroad advertising will be 
found in the story of the Hudson and Manhattan 
Railroad and the way it has exploited the service 
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through its tubes under the Hudson, while at the 
same time it has developed on the part of the public 
a very strong feeling of friendship toward the cor- 
poration. It is part of the policy of this company to 
take the public into its confidence in matters in which 
the public should be concerned. For example, not 
long ago the company found it necessary to raise the 
fare on one of its divisions from 5 cents to 7 cents. 
This was a 40 per cent, increase and it must be ex- 
pected to raise opposition. 

The ordinary railway practice in putting an inter- 
state rate into effect is to file the rate with the Inter- 
state Commerce Commission according to law. If 
there is objection to the rate filed with the commis- 
sion, the rate may be suspended and the raiboad 
obliged to establish its reasonableness. When the 
question of announcing this new rate arose, the pub- 
licity policy of the company was put to a supreme 
test. Wm. G. McAdoo, president of the company, 
describes the results of this advertising achievement 
as follows : 

"The same old question of policy presented itself: 
should we anticipate the public's objection by im- 
mediately giving, in hue with our practice, a full 
statement of our reasons for the increase, or should 
we (following the usual railroad custom) simply file 
our tariff, and, if a protest was filed, meet it then with 
a statement of the facts? 

"Without hesitation we decided to issue immedi- 
ately a full statement and to publish it (notwith- 
standing the large cost) as an advertisement in the 
daily papers of New York City and vicinity. 

"Our policy has been based upon the consistent 
belief that the public is reasonable — as reasonable 
as the average individual. This is not the view of 
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most corporation managers. They have acted too 
much upon the hjrpothesis that the public is unrea- 
sonable. It is a mistake. The public is unreason- 
able only when it is iminformed. It is often vitally 
affected by corporate action, but rarely does the 
corporation manager make it acquainted with the 
facts upon which alone rational and intelligent opin- 
ion may be founded. He would rather establish 
his position, or do the thing in hand so long as he be- 
lieves he has the right, without the labor of explana- 
tion, even though it involves the loss of popular 
approval. Why? Because it is less trouble, and, 
anyway, what can the public do about it? He does 
not realize that in the arbitrary exercise even of un- 
deniable rights the consequences of public disfavor 
and ill-will are far-reaching, manifesting themselves 
at times in unexpected quarters and upon unrelated 
subjects, to the great injury or disadvantage of the 
corporation. 

''Even where the corporation has an undisputed 
right to do a thing — ^particularly if that thing vitally 
affects the public — it is far better to accomplish it 
with, than without, the favor and approval of the 
public. There is no corporation, however strong, 
whose property and assets are not enhanced in value 
and made more secure by possession of the good- will 
and friendship of the public. This is merely conmion 
sense, or 'enlightened self-interest* — ^so called. 

"And so we set out to convince the public that 
increase of rate was just and reasonable. 

"Besides the advertisement before referred to, we 
issued and distributed to passengers on our trains a 
small pamphlet in which we compared the conven- 
ience, speed, and cost of transportation from New 
Jersey to uptown New York by way of the tubes with 
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the facilities formerly available, including the neces- 
sary change from ferry to street cars, consequent 
delays, and total cost of 8 cents. We then explained 
at length why the 5-cent rate, that we had been 
charging for the superior service, had, after three 
years* trial, failed to earn fixed charges. 'For these 
reasons,' continued the pamphlet, 'it has been de- 
cided to increase (beginning December 24, 1911) the 
rate between Jersey City, Hoboken, and Sixth 
Avenue, or uptown New York, to 7 cents/ After 
pointing out that 'it is needless to comment on the 
fact that the earning or fixed charges is absolutely 
essential,' the pamphlet concluded: 'We submit 
the facts with the hope that the justness of the com- 
pany's position will be recognized, and with the be- 
lief that the public is willing to support an enterprise 
that has been consistently managed, from the be- 
ginning, in the public interest.' 

* * Immediately letters, mostly commendatory, began 
to come. The following will serve to illustrate the 
temper and attitude of the general traveling public: 

"*Mt Dear Sir: A fair, just recognition of the 
convenience of the Hudson River Tubes should, it 
seems to me, entirely justify in the public mind the 
proposed increase in fare for the uptown service. 

'Frederick W. Kelset/ 

" ' Dear Sir: I wish to congratulate you oh your 
card of November 22d. I believe that the public 
wlU accept your explanation and accept the raise of 
fare cheerfully. Raihx>ad corporations so often raise 
their rates without recognizing that the public ex- 
ists, consequently the public is offended. When a 
railroad president takes the trouble and expense to 



TRANSITIONAL STAGE S75 

explain things of this kind to the public it is apt to 
please them. Your road thus far practically does 
all it can to accommodate the public with comfort, 
and I think you have its good-will. 

^George H. Hull.* 

"•Dear Sir: Referring to your circular of theSlst 
instant addressed to the public : You have stated the 
position of your company fairly and squarely, and 
the public should consent to the slight increased 
charge which you propose making. The service 
which you give is excellent and should be appreciated. 

•G. E. Hardy.* 

* * * Dear Sir : I am very much interested in reading 
the public announcement of your increase in rates as 
it appeared in the papers this morning. I desire to 
congratulate you upon realizing the necessity for 
placing these changes upon the logical basis. In Lon- 
don, for instance, those who ride a short distance do 
not pay as much as those who ride a long distance, 
and I have wondered for some time whether it would 
be possible to have an arrangement of that kind in 
this country. I think that your presentation of the 
question is a clear and proper one. 

•S. H. Wolfe.' 

'**Dear Sir: I note your letter to the public in- 
creasing rates on December 24, 1911. As an occa- 
sional user it seems to me that you do not calculate 
convenience sufficiently high ; that the rate should be 
at least 10 cents. L. R. Cowdrey.' 

'^ Other letters suggested a variable rate based on 
distance zones, a discount on large purchases of tick- 
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ets, and other plans, most of which had been threshed 
out beforehand and abandoned as impracticable. In 
every case, however, these letters were acknowledged 
with explanation of the reasons why the suggestions 
could not be adopted. In addition to these individual 
expressions, formal action of the most gratifying sort 
was taken by various organized bodies in New Jersey. 

" * Dear Mr. McAdoo : Your circular of Novem- 
ber 21st issued to the public regarding the raise in 
rates to uptown New York, via the Hudson Tube, 
carefully noted, and I wish to say that I consider you 
are perfectly within your rights in making this in- 
crease, as you are most certainly entitled to at least 
10 per cent, profit over the operating expenses of 
your enterprise. In view of the matter, therefore, 
as set forth in your pamphlet of November 21st, 
I do not see how any one can conscientiously object 
to this raise, particularly in view of three facts : 

" * ( 1) That even at a fare of 7 cents, we are making 
the trip cheaper than the old way of car and ferry; 

" * (2) We are saving about two thirds of the time 
taken up in going by the old route; 

" * (3) That the old service by car and ferry is not 
to be compared with the excellent service given in 
the Hudson Tubes. 

" * From one who admires very much the enterprise 
which you have put through, and one who appre- 
ciates very much the added comfort to travel that 
your tube affords. A. E. WilIjIS.* 

" * Dear Sir : Noting your adv. — you are worrying 
about a wrong thing. The people of New York and 
vicinity are with you to a man. They and I will cheer- 
fully pay any fare you ask. R. J. CaIjDwell.' 
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" ^ Deab Sib : I am in receipt of your circular, issued 
November 21, 1911, and in regard to your pro- 
posed increase in fare, it seems to me that the rea- 
sons set forth in your circular are entirely sufficient — 
and I also think that you are handling it in the right 
manner in giving the reasons to the public before 
putting on the tarifiF. W. J. Harahan/ 

" ' Vice-President of the Erie R. R/ " 

Furthermore, analysis has shown that with the 
enormous investments contained in manufacturing 
Enormous uuits to-day the necessity for stability and 
/i^«<m^ permanency in respect of the business of 
for In- any industry is greater now than at any 
^^^ other time, and in the future will become 
Saciuring of morc importance, so that the question of 
To-day immediate profit is secondary to the ques- 
Su **^^ ^^ *^^ stability of that profit. 
of luelj While shrewdness and artifice may seciure 
Importance f j^jjj jj^^ publican undue exaction for the ser- 
vice rendered, such profit is short lived and must itself 
result in curtailment and destruction of the business. 
Permanency and stability of profit can only be 
Profit secured when value of some kind is given to 
and the public agreeable in a measure with the 
to the amount paid for it. It is beginning to be 
BMr^a ^^derstood that the consumer is constantly 
D^niie discriminating with more care, that the pro- 
*^ duction of manufactured articles is always 
somewhat greater than the consumption would war- 
rant, and consequently the competition will demand 
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consideration of all the factors which enter into the 
permanency of the profit necessary for a thorough 
realization on the investment. 
To quote Hobson again : 

'* Modem industrial societies have hitherto se^ 
cured to a very inadequate extent the services which 
modem machinery and methods of production are 
capable of rendering. The actual growth of material 
wealth, however great, has been by no means com- 
mensurate with the enormously increased powers of 
producing material commodities afforded by the dis- 
co veries of modem science, and the partial utilizationof 
these discoveries has been attended by a very unequal 
distribution of the advantages of this increase in the 
stock of common knowledge and control of nature/' 

Furthermore, the work of the psychologist and 
efficiency engineer have shown us that losses due to 
a detrimental attitude of mind among the workers 
in respect of their work are greater than all the other 
wastes combined. As to this, Walter Dill Scott of 
the Northwestern University says : 

"A first-class man can, in most cases, do from two 
to four times as much as is done on the average. 

"This enormous difference exists in all 

WaHein the trades and branches of labor investi- 

Eff^ gated, from pick-and-shovel man all the 

Oreater way Up the scalc to machinists and oth^ 

'^Oih^ skilled workmen. The multiplied output 

WatUt was not the product of a spurt or a period of 

over-exertion; it was simply what a good 

man could keep up for a long term of years without 
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injury to his health, become happier, and thrive 
under. 

*'Ask the head of any important business what is 
the first qualification of a foreman or manager, and 
he wiU tell you * ability to handle men/ " 



NEW CONSIDERATIONS IN HUMAN FACTORS 

It is a singular instance of the difiSculty in under- 
standing simplicity when we reflect upon the fact 
that it has taken thousands of years to bring us to a 
true appreciation of the philosopher's words that 
^*He who would be greatest of all, let him be the 
servant of all." 

For all these long centuries such words have been 
taken as an ideal religious belief, having no place 
outside the church and the cloister, and being en- 
tirely foreign to the practice and requirement of 
business life. 

It has remained for the development of the last 

seventy-five years, with the enormous extensions 

Service a of production and the new requirements 

^^JJJ^ forced upon us for the establishment of 
Prineiple definite values, for the stability of profits 
PraLieal ^^^ ^^^ ^^ maintenance of good-will, to see 

^«?/^ that this statement is really a fundamental 
principle of practical profits. 

In some way or another stable, permanent profits 
will be in proportion to the service rendered. Prac- 
tices may have been indulged in which were not busi- 
nesslike or valuable from our present standpoint. 
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Individuals may have become execrable in the eyes 
of the general public because of their controU but 
when the matter is analyzed it will be seen that 
service has measured the greatness and stability of 
the profits and that those things which served the 
human race the best have made the most permanent 
success. 

This has in part been brought about by the pub- 
licity attached to business and in part to the growing 
understanding of economic fundamentals. 

It is obvious thi^t the printed word has a force 
which is entirely different from that surrounding 
the spoken word. In some respects it is greater, and 
in other respects it is less, but it is always different 
and responds to different conditions. 

Where business was done, where goods were sold 

by the word-of-mouth methods entirely, a certain 

Suspicum want of belief, a certain want of reliabiUty, 

^Mwf ^^^ suspicion naturally attached to the 

Readily spokeu words of the seller; because of the 

Spoken fact that they were not recorded, and. con- 

^f»^ sequently were without the proper elimina- 
tions. This is evidenced by the fact that where a 
man's word could be taken without any reservation 
it was thought to be such a notable thing that the 
statement: *'His word is as good as his bond," is 
even to-day an expression of unusual compliment. 

On the other hand, the tendency of the mind is in 
general to credit the printed word with almost a full 
measure of belief. It is only after considerable rea- 
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soning that suspicion may enter in and change this 

condition, but the first impression of any written 

or printed word is that it speaks truthfully. 

Word This is logical, of course, because the written 

c^tZhU *^^ printed word have a definite meaning; 

this meaning is not altered or influenced by 

inflections and intonations. This meaning, in fact, 

may be limited at law because of this characteristic. 

Furthermore, it is a permanent record and can be 

brought up to confront the man who wrote it at any 

time. 

A particular measure of belief, however, attaches 
to the printed word because of the fact that it has 
been used largely, primarily, and in the majority of 
its work, to convey accurate and concrete informa- 
tion, to convey news, and to convey impressions, all of 
which had values of their own, were either an accu- 
rate representation of facts, or the thoughts and be- 
liefs of men which had risen from facts and were 
expressed with a full measure of sincerity. 

This work of the printed word, which even to-day 

remains most important, has invested it with a 

measure of belief and reliability which be- 

Wwd Has long to no other application of language. 

Been Used ^ ^^ cousequcnce of this the advertiser is 

to Conoey obliged to measurc his business from an en- 

andNeeL- th"ely different standpoint when he wishes to 

sary In- take advantage of the potential force of 

the printed word. It can readily be seen 

that on account of its peculiar value advertising will 
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perpetuate the errors of business just as readily as it 
will perpetuate its advantages. 

Furthermore, because of the fact that its values 
are not influenced by personal idiosyncrasies and 
the fluctuating value which accrues from contact 
with an individual in a personal way» it is affected 
by mistakes which are apparently of little importance 
in the old method of word-of-mouth selling. It 
may not be a very serious matter to put up your 
goods in a package which is not entirely convenient 
when you start to sell it through a few salesmen to a 
few people; mistakes can be rectified in these cases 
at a later period without causing a tremendous lot of 
trouble. 

Where, however, you wish to introduce this pack- 
age to several million people at the same time with 
the idea of rapidly acquainting them with it to the 
extent that it will become one of the familiar sights, 
it is of vast importance that the package should 
represent as nearly as possible the acme of conven- 
ience, because it will be just as easy to familiarize 
those millions of people with the mistake in your 
package as it is to acquaint them with the value of 
the goods. In which case, instead of making several 
million customers, you would have succeeded in 
eliminating from your possible patronage about the 
same number of users. 

Furthermore, because of the fad that the printed 
word is invested with an authority not given to any 
other application of language, it is to be used with a 
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degree of care, hardly so necessary when spoken. 
In advertising a claim which cannot be lived up to» 
Beecmse *^ atmosphere of unreliability will be pro- 
of/^, duced which may attach itself to all the 
Printed products tumed out by the same firm, and 
^^ this atmosphere will live for so many years 
CarefvUy that it will bccomc practically impossible 
inside of one or two generations to live it 
down. 

When you remember that in many cases adver- 
tising has continued to sell goods in considerable 
quantity after it had been dead for ten 
ObUg^ years you acquire some conception of the 
AfofiHfac- vitality of an idea created through adver- 
to Study tisingy and the impossibility of readily and 
Business ^^^^Y Correcting a mistake. A little in- 
r^^j] vestigation and study, in fact, will demon- 
strate that advertising will, of necessity, 
oblige any manufacturer or merchant who uses it to 
investigate more carefully the conditions surrotmding 
the sale of his goods and the service which it is 
possible for him to render, so that there will be less 
likelihood of mistakes in his policies and methods 
after he begins to advertise. 

Furthermore, when rapid communication, in- 
creasing education, universal reading, and discussion 
of all kinds of matters are bringing the ends of the 
earth together, so that important items of public 
opinion in one place become a part of the ammuni- 
tion for others, it is impossible to depend upon fool- 
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ing the people for profit in the way it was previously 
accomplished. 

It is being understood that every piece of business 
transacted on the basis of an illegitimate profit — 

„ that is, where the service rendered is not in 

/u^YtfiMto agreement with the prices demanded — ^re- 

^^^JJ^^2tt* duces the general confidence of the buying 

^'^^J«<^ public «o that it is continually costing more 

money to overcome this suspicion. 

William C. Freeman, in his "One Hundred Ad- 
vertising Talks/' has a little story on this point which 
is worth repeating: 

THE FLAW IN THE GLASS 

It is often a little thing that makes a merchant 
change his business policy. 

Once upon a time, and not so very long ago, a big 
house in Greater New York, which shall be nameless, 
advertised in some newspapers some special prices 
on cut glass. 

One of the people who responded to the advertise- 
ment was a Brooklyn lady. 

She bought a piece of cut glass that had been re- 
duced from $18 to $10. The advertisement merely 
stated that this was a choice piece of cut glass, and 
no reason was assigned as to why the reduction in 
price had been made. 

When Mrs. Hutton got home that night she told 
her husband about her purchase, and seemed to be 
elated because she had got something that was very 
nice at $8 less than the regular price. 

The husband examined the purchase critically, and 
found that the piece of glass was chipped. It was 
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very noticeable. It was really a damaged piece of 
cut glass. He pointed it out to his wife, and she was 
the most indignant woman in Brooklyn. 

She took the piece of glass back to the store the 
next day, saw the manager, and asked him why he 
sold her a damaged piece. He said that was the 
reason the price had been reduced from $18, where- 
upon she replied : 

** Your advertisement did not say that the reason 
you reduced the price was because this particular 
piece of cut glass was damaged. Would it not have 
been an embarrassing thing for me if I had sent this, 
as I intended, to a friend who is to be married?" 

This is a piece of deception that is often practised. 
In this particular instance, both the husband and 
wife made such a vigorous protest that the general 
manager of the store made up his mind that, so far 
as lay in his power, in the future, whatever adver- 
tising was put out must state the facts exactly. 

The store enjoys a good reputation, notwithstand- 
ing the fact that its advertising has been somewhat 
misleading. 

Somehow or other, this story got around among a 
great many people, and the sales in that store fell 
oflF in one year 20 per cent.; and mind you, it is a 
big business. 

The store is rebuilding its business on the lines that 
have so often been mentioned in this colmnn — 
straightforward, honest advertising, containing only 
statements of facts and giving to the people all that 
is claimed in the advertising. 

The little episode related above started one big 
house in the right direction, and it is rapidly rebuild- 
ing a business that stood a mighty good chance of 
going downhill very fast* 



886 NEW BUSINESS 

Isn't this confirmation of what is demanded by 
the public from advertisers who make statements in 
newspapers? 

No man would think that he had obtained a cor- 
rect angle on an important buying proposition until 
he had interviewed at least four or five different 
parties who were selling. As a consequence the 
ultimate cost of doing business in each of these cases 
is charged with the expense of four or five times the 
amount which should be required to transact it. 

Not long ago a business man figuring on the amount 
of money expended on the samples, quotations, etc., 

CoH€f on small pieces of work, estimated that in 

Bwiruu '^^ P^' ^^*' ^' *^® cases on which he had 
/« Largdy figured, involving less than $500, from 50 
qf per cent, to 200 per cent, of the value of the 
Suspieion order had been expended in bidding for it. 

Everjrthing, therefore* which militates against com- 
plete confidence between the buyer and the seller 
results in an added expense to the cost of doing 
business, and consequently in increasing the burden 
upon the buyer or reducing the profit to the seller. 

As a matter of fact, in all the cases which have 

Stuvieim been closely figured out it has a tendency 

Bullets to do both. The increased burden upon 

CoHand the buyer limits his buying capacity, and 

8M0r*t ^^ increased cost to the seller limits his 

P^ profit. 

As a logical outcome of these general tendencies 
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we are rapidly nearing the point where profit will be 
understood as it should be understood, as a com- 
ponent, the result of the combination of many fac- 
tors, not a definite and fixed item, the value or extent 
of which is to be judged from the mere figures in the 
case. 

Rather it is a component resulting from the value 

of the equipment of manufacture, the attitude of 

D ^. %T^ mind of the worker toward his work, the 

PrqfU Net , - , , , , 

aDtfinUe value oi the product to the consumer, the 
Comwm^ attitude of mind of the consumer toward 
oSMany the concem and the way in which those 
factors compare with an ideal state of affairs. 
For years the conmiercial man has been preaching 
to all audiences and all who had service to sell, 
through his public statements, his general attitude, 
and all his talk, the value of service, stating that each 
man could be sure of securing value if he gave the ser- 
vice that he should. 

Business is now beginning to appreciate that this 
truth applies to itself, and in the appreciation is 
beginning to work out many of those problems which 
have puzzled the generations past. 

DEEPER CONSIDERATION OF COSTS 

In the second chapter of this book it was stated 
that the increasing cost of articles to the consumer 
is due to a great many factors and cannot be easily 
explained by reference to increased productionof gold, 
increased cost of labor^ increased special service, etc. 
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When all this is said, the surface has only been 

touched, the root of the matter lies deeper, in the 

Inertaiing fundamental change which has been going 

^jJitdT* ^^ ^^ ^^ habits of life, in the possibilities 

Deeper of production and manufacture, and in the 
MeSanici methods and practices of selling. 

rfLife As a matter of fact, the human race has 
risen to the practice and development of tangible 
things much too quickly. It has been so busy adjust- 
ing itself to the constantly increasing changes in its 
environment, in the surrounding of its life, and the 
possibilities of its resources that it has had little 
leisure to determine whither these things tended and 
what they meant. 

Each new change which has wrought havoc with 
the old habit has indicated, had we been able to read 
it, the general tendency of commercial affairs. It 
seems that we are now beginning to analyze the situ- 
ation so that much of the dark and mysterious wiH 
be illuminated and that the unknown factors which 
interrupt the course of our analysis, upsetting our 
calculations and destroying the value of our conclu- 
sions, will be determined in such a way that we will 
be able to read efficiencies in trading and selling, in 
all human-nature affairs, with the same accuracy as 
we can read the formulae required for tangible prob- 
lems in engineering. 

The marvelous progress of the last century has 
been a progress in tangible and mechanical things. 
Present indications are that tlu3 century may be able 
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to extend the tangible improvements of the last by 

coupling them with the human-nature factors which 

Progress cf SO intimately govern these others. 

Last Cenr Dealing with the condition as it is in this 

Tangible transitional stage, shall we predict that the 

li^^ subdivision of certain lines in the distribut- 

tm^mLi ^^ ^^'^ ^^ continue and the position 
Come from indicated on the chart in Chapter V will be 
Iniangible ^^ actuality and not a mere theory? 

Shall we follow the logical development of those 

industries which tend always to greater concentration 

logical Until wc scc their development extending as 

J^^«^ wide as government and becoming a part of 

aihuxUon it? 

^^^H^^ Or, watching the tendency in many other 

Di'tribur lines of manufacturing and production, for 

Coneerura- the Small establishment to be more efficient 

S^u^^anr ^^^ *^^ large, to see a specializing from the 

t^adurers, large establishment until even the present 

^^^ factories are subdivided because of the re- 

^^***^* quirements of the matter? 

Looking merely to the mechanics of the problem, 
the continued subdivision of distribution, the increas- 
ing competition, and the consequent increasing bur- 
den imposed upon the consumer, will indicate a 
continuance in the price raising which has been so 
marked in the last fifteen years? 

Failing this, will we, too, endeavor to secure econo- 
mies and a relief from this situation by the aban- 
donment of the delivery systems, by the curtailment 
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of the transportation, by a return to the old-fash- 
ioned methods of retailing and of delivering such as 
have been seriously suggested in some quarters? 

It is evident that the increased efficiency of the 
future must be based upon increased service and 
He Muti ^^* upoJ^ ^ decreasing service, as it is evi- 
N*^ dent that unless we consider something 
Mdkod beyond the mechanics of the problem this 
M^Chdy increased service will mean increased cost 
^ M# and rising prices. Rather, is it not evident 
that the study to which we must devote our- 
selves is not the studyof the equipment,or the method 
of handling, so much as the study of the handler. 

The problem is rather a human-nature one than 
one of mechanics only. If we are to increase the effi- 
ciency of marketing, the value of selling methods, the 
service of retailing, it must be because we study the 
human-nature side of the business so that we are able 
to secure more good men who can do from four to 
ten times more than the present average, and so that 
we can use these men to the extent of their ability. 
It will be necessary for us to get out of the habit 
of limiting the worker by the extent of his job, which 
„ „ has come about because we have studied the 
8tr0Uik job only and get into the habit of increasing 
Intie^of *^^ work to the capacity of the worker, 
Ltmth'ii^ something which will come about only as 

ihs Worker 

we study the worker with at least as much, if 
not more, care than we have given to the study of 
his work. 



